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FRIDAY, JULY 13, 1956 


Unrrep Srares Senate, 
Suscommitree To INVESTIGATE THE ADMINISTRATION 
or THE INTERNAL Securtry Act anp OTHER 
INTERNAL Security Laws, or THE 
CoMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 12 a. m., in room 457, 
Senate Office Building, Senator John Marshall Butler presiding. 

Present: Senator Butler. 

Also present: Robert Morris, chief counsel; William A. Rusher, 
administrative counsel; Benjamin Mandel, director of research; and 
Jonathan Mitchell, temporary consultant. 

Senator Butier. The subcommittee will come to order. 

Mr. Morris. Dr. Young, will you come forward, please ? 

Senator Burier. Doctor, will you hold up your right hand. 

Do you solemnly promise and declare that the evidence you give the 
Internal Security Subcommittee, a Subcommittee of the Judiciary 
Committee of the United States Senate, will be the truth, the whole 
truth, and nothing but the truth, so help you God? 

Mr. Youne. I do. 


TESTIMONY OF DR. ARTHUR N. YOUNG, SAN MARINO, CALIF. 


Senator Burier. The witness is sworn. 

Mr. Morris. Senator, the hearing this morning is being held by 
the Senate Internal Security Subcommittee in connection with a 
study being made by that subcommittee into the Morgenthau Diaries, 
and hearing on the general subject of Soviet activity in the United 
States. 

Mr. Young is appearing today at the request of the subcommittee. 
He has been a financial adviser, and was head of the financial mission 
to Saudi Arabia in 1951 and 1952. He has been, in the “twenties, an 
economic adviser to the State Department and also served as financial 
advisor to the Chinese Government from 1929 to 1946. 

He lived through this particular period that he is going to testify 
about in his capacity as a person who was actually on the spot. I 
think he will tell us that during the course of his testimony today. 

Senator Burier. Mr. Young, we are delighted to have you here. 
sir, and you may proceed with your testimony. 

Mr. Younes. Thank you very much, Senator. It might be helpful 
to the committee if I should give a little background in connection 
with this matter. . 
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Senator Butter. Do it the way you want to do it. Proceed in the 
manner you think is best suited to bring out the story. 

Mr. Youne. When the Nationalist Government became the Govern- 
ment of China in 1928, they faced a chaotic situation. The currency 
was in a very confused state, with a variety of silver, copper, and 
ae money which bore no relation to each other. The revenues had 
een so inadequate that no previous Peiping government could sur- 
vive for very long. The debts were in default to a very large extent. 

When the Nationalist Government took over, they set out on a 
program of financial rehabilitation. During the period from 1928 to 
1937 they succeeded in unifying and stabilizing the currency. They 
developed quite promptly very large revenues, sources of revenue, from 
the customs and internal revenue with the result that the Government 
had a large degree of financial stability by 1937. Also the greater part 
of these defaulted debts had been settled. 

In fact, the situation was so promising in 1937 that China’s economy 
was going ahead by leaps and bounds. Foreign capital was coming 
into the country. ‘The outlook was really very good. 

I agree with the appraisal made by former Ambassador Dr. Hu 
Shih, Chinese Ambassador in Washington, who said that, during this 
nee in the 1930’s, China had the best government it has ever had. 

think one of the reasons why the Japanese attacked in 1937 was that 
China was getting ahead so rapidly that they had reached the conclu- 
sion that it was now or never. 

The result of the Japanese attack was, of course, to disrupt, to tear 
down a great deal of good work which the Nationalist Government 
had done during this period. 

Senator Butter. Doctor, who was the head of the Nationalist Gov- 
ernment at that time? 

Mr. Youne. Generalissimo Chiang Kai-shek was the head of that. 

Senator Burier. During the whole period you are testifying to? 

Mr. Youne. During the whole vial and the Ministers of Finance 
were Dr. T. V. Soong, Dr. H. K. Soon: and Dr. O. K. Yui. 

When the war came, the Japanese rapidly overran the principal 
cities and destroyed the sources of revenue. They also, of course, 
drove the Chinese out of the areas where the most modern develop- 
ments had taken place, and it was not possible at that time for the 
Chinese Government to derive adequate revenues from the sources at 
its command. 

The Chinese Government, therefore, was forced to rely on paper 
money, inflation, as the main financial resource available for the 
paspene of fighting the war. 

Mr. Morris. Dr. Young, can you tell us of the background situation 
that existed in China in 1941? What position did you have in 1941? 

Mr. Youne. Well, to lead up to that, we had a lot of trouble due 
to the currency—— 

Mr. Morris. What position did you have in 1941? 

Mr. Youne. I was still financial adviser. I was financial adviser 
during the whole period from 1929 to 1946. 

The currency had a great many difficulties at that period and we 
sold the reserves that we had, as far as they could be spared from what 
was needed for the purchase of munitions. But when that resource 
was unavailable, the exchange slumped and we adopted, after the 
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rates had settled down, a policy of tending to stabilize the market to 
maintain an orderly market. 

For example, when the Japanese captured Canton and Hankow in 
October 1938, there would have been a very severe collapse in the 
currency if we had not gone in there and supported the currency by 
selling foreign exchange. We put out at that time $16 million in 
selling exchange. We maintained it stable and later the speculators 
decided the situation was not going to pot. They had to cover and 
we got nearly all that money back. We tried to maintain stability, 
and sold through open-market operations in order to preserve as much 
confidence as siete because whenever the exchange shot up, right 
away that was damaging to confidence and prices tended to rise. 

We conducted that operation from the middle of 1938, that stabili- 
zation operation, trying to maintain orderly markets, right into the 
middle of 1941. 

Now, when I came to the United States in 1939 on personal matters, 
1 received a telegram asking me to take up certain business here in 
Washington and in New York for the Chinese Government, and at 
that time I took occasion to call on both the State Department and 
the Treasury Department. I talked with Dr. Hornbeck and also with 
Secretary Hull in the State Department and pointed out that China, 
because of its difficult financial situation, was in fully as much danger 
from financial disintegration as it was from the Japanese, from the 
war. 

I also said the same thing to Secretary Morganthau and to Mr. 
Harry White. I explained to all of these people that it was very ur- 
gent that China should have additional financial resources for the pur- 
pose of maintaining stability of the currency, and that was the policy 
that was carried out, that was followed up by Dr. T. V. Soong when 
he came here in 1940, and I came back from China with him to help 
conduct certain negotiations. He was seeking financial help because 
of the great need in China to try to hold that situation together 
financially. And that led up to this stabilization matter of 1941. 

Mr. Morris. Now, was Dr. Ludwig Rajchman a party to these 
negotiations ? ; 

{r. Youna. Well, when Dr. Soong came over here, Dr. Rajchman 
was advising him and Dr. Rajchman participated later in certain 
negotiations with the Treasury. 

Mr. Morris. Is that R-a-c-k-m-a-n? 

Mr. Youna. R-a-j-c-h-m-a-n. And he was brought into that thing. 
Dr. Soong and I were preparing a very important memorandum to 
give to the American Government, the State Department, and the 
Treasury, describing the Chinese financial situation, telling what the 
assets and resources were, bank assets and currency, and what the 
budget was, and how the stabilization, we thought, should be conducted. 
And we had that document drafted and we were going over it, I re- 
member, one day in New York. 

Dr. Rajchman was there and Dr. Rajchman brought in Mr. Fred- 
erick V. Field at that point. Dr. Soong, of course, didn’t know Mr. 
Field. NeitherdidI. But Dr. Rajchman—— 

Mr. Morris. May I break in at that point ? 

Senator Butler, the last part of the witness’ testimony is particu- 
larly pertinent to the present inquiry. Dr. Ludwig Rajchman’s name 
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frequently turned up in the course of our hearings on the Institute of 
Pacific Relations. At that time he was an adviser to the Chinese 
Government ; was he not? 

Mr. Younea. He was. 

Mr. Morris. Since that time Mr. Rajchman has really made a stand 
apparent to everybody. I think that would be reflected by the fact 
that he is now a Polish Communist delegate to UNICEF. 

Frederick V. Field, who was called in, according to the testimony 
of this witness, as an adviser to Mr. Rajchman, has been shown by the 
Internal Security Subcommittee to have been a Communist during 
the year 1941, which covered the period that the witness is now talking 
about. In fact, that was one of the conclusions that was made by the 
Internal Security Subcommittee in connection with the latter. 

Mr. Youne. May I say that this incident I am referring to took 
place in the month of July 1940, soon after Dr. Soong came to this 
country. And I came with him. 

Mr. Morris. See if I understand the parties here. Dr. Rajchman 
was Officially an adviser to the Chinese Government. 

Mr. Youne. Yes. 

Mr. Morris. And in that connection Rajchman was advising the 
Chinese Government and you occupied at the time what position ¢ 

Mr. Youne. Financial adviser to the Chinese Government. And 
Dr. Rajchman was advising on general matters. He was not a finan- 
cial expert, but he was advising on general matters, and at this point, 
as I remember it, he volunteered the suggestion to Dr. Soong that Mr. 
Field could help to put this document in shape, would help to make it 
presentable and impressive to the American authorities. 

Mr. Morris. Did he make it presentable and impressive to the Amer- 
ican authorities? 

Mr. Youne. I don’t remember that he made many changes. 

Mr. Morris. At this time, on the American side of the picture, who 
were the individuals who were advising our own Treasury Department 
and our own State Department on what the policy should be with 
respect to the stabilization ? 

Mr. Youne. Well, on the State Department side the matter was 
handled by Dr. Stanley Hornbeck, and Mr. Horace Smith, and Mr. 
Joseph Jones were also working on it, I recall. They were State 
Department experts. In the Treasury, the matter was handled pri- 
marily in the office of Mr. White. 

Mr. Morrts. Harry Dexter White. 

Mr. Youne. I might say this, that the document I mentioned, that 
Dr. Soong submitted, proposed a continuation of the type of stabil- 
ization operations that we had conducted up to 1941. That is, the 
stabilization of the open market and the maintenance of confidence 
through support of the rate of exchange, and in my discussions with 
the State Department in 1939 and also in my discussions with Mr. 
Morgenthau, I had supported that same policy which we thought had 
worked reasonably well, considering the resources that we had, and so 
far as I could judge, the State Deanntunaiit was convinced of the 
merits of that policy. 

The State Department asked me, after I left Washington for Cali- 
fornia in 1939, for a statement on various points on that, and I sub- 
mitted a full memorandum giving them all details as to how the 
policy might successfully be carried out. Also, they wanted to know 
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how much money it would take to carry it out, and I thought $50 
million in the first instance to carry it for a year, but with $25 million 
more on call. 

Then in 1940, when this matter got into the hands of the Treasury, 
they shifted the base. The Treasury supported the idea of introduc- 
ing an exchange control into China at this period. That was an idea 
that we had played with from the very beginning. We considered 
it at the very outbreak of the Japanese—the Sino-Japanese War. 

We rejected it on the grounds that the Japanese would have control 
of the ports and that the Chinese Government would have no means 
to administer an exchange control and also lacked the administrative 
experience at that time to do it. 

ut the Treasury nevertheless took up the idea of exchange control 
ont hen they introduced this stabilization plan in 1941, it was based 
on the idea of an exchange control. So they took the ball away from 
those of us who had been handling it before and, when the stabiliza- 
tion plan of 1941 was put into operation, it was done on the basis of 
an exchange control. 

Mr. Morris. Dr. Young, what position did a gentleman named 
Chao Ting-chi have at this period ? 

Senator, he is now an official of the Chinese Communist Govern- 
ment and he was a Chinese Communist in the United States at that 
time whom we encountered previously in our Institute of Pacific Rela- 
tions hearing. 

Mr. Youne. My first contact with Dr. Chi was in the latter part 
of 1938. At that time, approximately that time, he came to China 
from the United States and I remember that he called on me soon 
after his arrival. I had heard at that time that he was or had been 
a Communist in the United States. He worked with the Chinese 
Government—I do not recall the capacities—until 1941. But when 
the Stabilization Board was set up in 1941, he became the general 
secretary of that organization. 

Mr. Morris. So you had a Chinese Communist as the general secre- 
tary of the Stabilization Board at that time. 

Mr. Youne. Well, there was some talk around that maybe he was 
no longer a Communist; but, in any case, he was appointed as secre- 
tary general of the Stabilization Board and he later became a secretary 
to the Finance Minister, Dr. Kung. 

Mr. Morris. Did Dr. Harry Dexter White try to get control of the 
Stabilization Board ? 

Mr. Youne. Well, he did—he was very anxious; and the Treasury 
took over this matter from the State Department. He was very 
anxious, apparently, to get control of this and to devise his own plan, 
which he did. Also the Treasury was, of course, insistent on putting 
in their own man, Mr. Fox, to be their representative on the Stabili- 
zation Board. 

Senator Butter. What plan did he devise, the stabilization plan? 

Mr. Youne. The stabilization plan. Secretary Morgenthau went 
before oe inthe latter part of 1940 and explained that plan, or 
rather, explained the general idea of providing a stabilization fund. 
He received the approval of the committees and of Congress, which 
he had been committed to seek. And then the Treasury went ahead 
to work out the details with the Chinese. 


72723—57—pt. 352 
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Mr. Morris. Mr. Chairman, I would like to make reference at this 
point to a document already in the record of the hearings. 

By the way, Senator, we have introduced more than 1,000 of the 
entries from the Morgenthau diaries into the record as of this time. 

I would like to make reference to a memorandum from Mr. White 
dated June 10, 1944, in which it is apparent that White is recommend- 
ing Dr. Chi to go to the Bretton Woods Conference. 

tn what capacity ¢ 

Mr. Mrrcuet. Adviser to the Chinese. 

Mr. Morris. As adviser to the Chinese delegation. 

Do you know where Dr. Chi is now # 

Mr. Youne. I understand he is a high official in Communist China. 
I was told by a Chinese friend yesterday that he is the No. 2 man 
in the Bank of China, which is one of their state banks—nationalized 
since the Nationalist regime. 

(The document referred to was marked “Exhibit No. 327” and 
reads as follows :) 

Exursit No, 327 


JUNE 10, 1944. 
To: Mr. Collado. 
From Mr. White. 
Will you please send the following cable to the American Embassy, Chungking, 
China: 


For ApLer From THE SECRETARY OF THE TREASURY. 

You are requested to express. personally to Dr. Kung my pleasure that he is 
coming to the United States. 

You are informed that Friedman, who is now in Cairo, has been. instructed 
to depart immediately for Chungking to substitute for you as Treasury repre- 
sentative. You are instructed to present yourself to Vice President Wallace 
upon his arrival in China, if you have not already done so, and to make available 
to him whatever economic data you have on the Chinese economic situation which 
he may desire and otherwise to assist him in every possible way. 

It is requested that you return to the United States to report and to participate 
in the United Nations Monetary and Financial Conference, but you should.not 
leave Chungking until it is no longer necessary for you to be available to the 
Vice President. In addition, you should not leave Chungking after Friedman’s 
arrival until you have had the opportunity to get him started and to acquaint him 
with the necessary details. Please cable us as soon as possible the probable 
date of your departure from China. 

It is suggested by White that if appropriate you might suggest to the proper 
Chinese authorities that if Dr. Chi, whose book on foreign exchange White had 
the pleasure of reviewing, could come to the Monetary Conference as one of 
the technical assistants, that his excellent knowledge of the English language and 
his technical competence in foreign exchange problems would probably prove to be 


very helpful. 

Mr. Morris. In May, 1956, Dr. Chi was the chief delegate for the 
Chinese Communist government to the Paris Merchandise Exhibition, 
among other things. 

I would also like to introduce into the record, Senator, at this 


time a communication from Harry Dexter White to Mr. Collado 
which reads: 


Will you please send the following cable to the American Embassy, Chungking, 
China. 
This is “for Adler,” meaning Solomon Adler, who has been identi- 


fied in our record as a member of the Communist ring, “from the 
Secretary of the Treasury.” It reads: 
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The Treasury appreciated the information from you that Wel Ting-sheng 
was to come to the Monetary Conference. 

Have you heard if Dr. Chi is also to come to the Conference? White had the 
pleasure of reviewing Dr. Chi’s book on foreign exchange and informs me 
of Dr. Chi’s excellent knowledge of the english language and of his technical 
competence in foreign exchange problems. I would therefore be very inter- 
ested to know if Dr. Chi has been designated by China to attend the Monetary 
Conference as one of China’s technical assistants, since his presence would 
probably prove to be very helpful. Please reply as soon as possible. 

I think in view of the personality involved there that that might 
also be interesting in connection with Dr. Young’s testimony here 
today. 

Mr. Youna. May I say that this stabilization plan devised by the 
Treasury at this point proved to be very expensive to China. During 
the period of about 3 years, from the middle of 1938 to August 1941, 
when the Stabilization Board put it over, we had maintained a 
moderate degree of stability with the expenditure of a little over 
$40 million. If we had had more, we could have handled it even 
better, but the funds were just not there and we couldn’t persuade 
the American Government to assist us to the necessary extent. 

The British Government, however, did put up, made a very helpful 
advance of 5 million pounds sterling, but as soon as that and the 
Chinese contribution were exhausted, we were out of funds. 

Then the Stabilization Board took over in August of 1941—yes, 
1941—operating an exchange control and that proved to be costly. 
In about 324 months from August 18, if I remember correctly, to 
Pear] Harbor in the early part of December of 1941, their expenditures 
were about $24 million. In other words, in less than 4 months they 
had spent a sum of about $24 million compared with the cost that 
we had been incurring over 3 years of not twice that amount. 

If it would be of interest to the committee, I would be very glad 
to put into the record a contemporary paper that I recently came 
across which was a letter I wrote just on the eve of Pearl Harbor to 
Mrs. Young, more or less to record the situation. I did set out my 
views as to what had taken place there. I think I would stand by 
most of it. There may be 1 or 2 points in which I expressed myself 
a little more strongly than I would now. 

Senator Burier. The letter will be received and made a part of 
the record, Doctor, at this point. 

Mr. Morris. That is the letter you showed us yesterday ? 

Mr. Youne. That is right. 

Mr. Morris. May that go into the record at this point ? 

Senator Burizr. Yes. 

(The document referred to was marked “Exhibit No. 328” and is 
as follows:) 

Exureit No. 328 


Lerrer or Decemser 7, 1941, From ArtHur N. Youna, ForMer FINANCIAL 
ADVISER TO CHINA, TO Mrs. YOUNG ON THE FINANCIAL SITUATION, WITH SPECLAL 
REFERENCE TO CURRENCY STABILIZATION MEASURES 


CHUNGKING, CHINA, December 7, 1941. 
I am taking this occasion to write some confidential comments which are not 
to be circulated but only to give some idea of how things are going. 
I was quite right to come back promptly when I did (last June), and to come 
via Burma. I still receive indications of the success I have had in Rangoon, 
Lashio, and along the road. Among the matters I started were: abolition of the 
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Burma tax on Chinese war supplies; decentralization of storage of war supplies 
in the chief cities of Burma and along the road; the sending of the U. 8. anti- 
malaria mission, which will much improve the health of the workers and facilitate 
the paving of the road and the building of the railway; the seconding of an 
American railway expert to work with the Chinese and Burma authorities—he 
is a good man (Major Ausland) and is very much on the job and will probably 
succeed in jamming the road through by about the end of 1942 if the Burma 
people do their part well; the prompt shipment of U. S. machinery for paving 
the road ; and a number of lesser matters. 

In Chungking, I have not been as successful in major matters, but still have 
done some worthwhile things. First, there has been a change in monetary 
policy during the last few months which is not for the better. The responsibility 
rests on China and the U. §S., while I have to say that, on the whole, the British 
have held up their end best, though some British elements have had a share in 
upsetting the former policy (Keynes). They have tried and are trying to intro- 
duce here forms of control which are not adapted to existing conditions—that is, 
to apply Huropean exchange and trade control. While the Japs have the 
authority in the main ports and in Free China there is no administrative organ- 
ization to work the controls properly. Early this year China asked for freezing 
of Chinese assets so as to try these controls. In March I strongly recommended 
against these measures, which I felt would do great harm to China. But this 
advice was unheeded by both China and the U. 8. There was a wish to have 
a new deal in monetary policy. It was charged that, because Shanghai is a 
hotbed of speculators and Japs, the support of the Chinese currency in its greatest 
market should be stopped. They overlooked the way in which support of 
Shanghai exechange maintained confidence in the currency, and indirectly in 
the Government ; held back prices—at each break in exchange merchants through- 
out leading centers of China mark up their prices for everything—and checked 
the Japanese efforts to exploit the occupied areas by sustaining the position of 
the Chinese currency there and preventing the Japs from getting the financial 
system into their hands. 

After freezing, even, the old policy need not have been changed, at least before 
plans had been made to carry out a new one. But, instead, the new Stabilization 
Board at once announced about August 15 that they would control exchange at 
rates that were about 10 percent over the market—even though the market was 
then probably 1% to 2 times as high as it should have been—instead of grad- 
ually letting down rates and doing what could be done to hold confidence. The 
result was that people soon realized that they could not get from the Board the 
exchange that they thought they needed ; and, since the Board had not been able 
to “dry up the black market,” as Fox had publicly stated was to be done, the 
free market rates went to pieces and confidence was lost. The Board was 
swamped with applications and had almost no staff and no procedure for handling 
the papers. Of course there were long delays which further hurt confidence. 
Besides the Japanese Cabinet change in mid-October was a bad break for the 
Board. and led to panic conditions in Shanghai, coming on top of the great 
nervousness about the provision of exchange. Under our old policy, we always 
were able to intervene in the market at such times and prevent chaotic conditions. 
But the Board would not hear of the idea of trying to support the wicked “black 
market,” which went from bad to worse while they were handling their papers 
and trying to decide what to do. The Hong Kong office of the Board, with a 
makeshift staff of 50-60 hurriedly thrown together and crowded into a few 
rooms in the Hongkong Bank building, was a madhouse. The key members of 
the staff had to work 10-12 or more hours daily without rest and almost wreck 
their health in an effort to keep things going. Shanghai business interests flocked 
to Hong Kong to try to get action. There was no office in Shanghai to represent 
the Board. Meanwhile, Chungking blamed the Board for being in Hong Kong 
most of the time, and the members had to come here when they were overworked 
in Hong Kong. Chungking also blamed them for paying so much attention to 
Shanghai and giving Shanghai so much exchange. With Shanghai cursing for 
for not getting enough exchange, with the public panicking there and prices con- 
stantly marked up all over China, and Chungking attacking them from the 
other side, they have had a bad time. 

The net result has been to aggravate greatly the inflation, which is China’s 
greatest danger in the war. Perhaps the price rise has been accelerated by 
several months as a result of these experiments. The price rise was inevitable 
in any event; but we have been fighting a rear guard action to hold it in check 
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as much as possible. Back in the summer of 1939, the failure of China to put up 
more exchange to help to hold the market after the Sino-British Fund was 
exhausted had similarly started a dangerous price rise. This also had acceler- 
ated the inflation by perhaps six months. These efforts have amounted to 
rocking the boat. 

When I came back in July, I at once called on the Stabilization Board, which 
had taken refuge on the second range, far removed from any contamination of 
any sort. I told the members individually that I wanted to cooperate in any 
possible way and to put at their disposal my experience with the currency manage- 
ment for whatever it was worth. At that time they resisted all attempts to talk 
business and obviously did not want to discuss pending problems at all. I had 
the impression that I was considered poisonous, though of course everyone was 
perfectly polite. 

When freezing came, on July 26, I still urged a moderate policy—not to hurry 
about trying to stop the free market or starting exchange control or fixing 
official rates of exchange. But the policy of controls was decided upon; I was 
not at the conferences; and the old policy was serapped. Incidentally, the 
old policy had maintained quite a high degree of stability, despite the reluctance 
of high authorities to carry it out wholeheartedly, and at relatively small cost. 
In fact, for many months, the net cost of maintaining fairly stable rates had 
been almost nil. Now the Board is paying out many millions of U. S. dollars 
monthly and without any effect on prices comparable to the effect of our simple 
policy of maintaining an orderly market at Shanghai. If the new policy, com- 
pared to the old one, benefits China and injures Japan, I would like to be shown 
how. Of course this does not apply to freezing of Japan which I favored. 

Thus the Stabilization Board has had anything but a stabilizing effect. Fox 
has dominated the Board. Whatever he opposes is not done, as the Chinese 
members and Hall Patch either agree or do not want to make a fight. It is a 
pity that Rogers was not accepted as a member, as he has a much better grasp 
of what is good for China in this field than all the rest combined. But some of 
his acts had caused too much antagonism. 

Now, after six months, the Board is getting better organized. They are 
learning their job, but it is a pity to have to do so at China’s expense. Despite 
what I have written, I have, of course, not said much here. Since there is a job 
to be done, I have tried to help out as much as permitted. Now that the new 
policy is adopted and cannot well be changed, we must do all we can to make 
it work. Something like what is now being done would have to be done any- 
how in case of war; but it would have been wiser to make the plans but not 
to use them till we are forced to do so. If a Pacific war comes, the harm that 
has been done will be lost sight of; but if there is no war for a few months 
the effects of the policy are likely to become more clear. The Board have a 
bear by the tail. They will have to keep on putting out millions of U. S. 
dollars .zonth after month unless they abandon Shanghai to the Japs— which 
would be the effect of stopping. We were blamed for the cost of our former 
policy; but it will be nothing compared with the cost of the new one if there 
is no war or if Shanghai is not abandoned. And we could recoup much of our 
cost, but they can do very little because they canont buy back exchange or get 
people to sell them much at the uneconomic rates they have set and which they 
cannot well change without great further shock to the currency. 

So much for that. I have been busy with budget matters and have been able 
to have certain useful influence. On this I have worked closely with Sir Otto 
Niemeyer, the British expert, who is a good man. I have given various memos 
to Dr. Kung, the Generalissimo, and the chief officials concerned. I think we 
have been able to get a much better budget than would otherwise have been 
adopted, though it is considerably higher than it should be. The Government 
should make real cuts of unessential things and properly support what is neces- 
sary, instead of trying to run so many things with such inadequate support. 

The trouble I strike is that so many of the officials want to solve their 
financial problems by magic rather than by applying the old and well-tried 
financial virtues of economy and sound administration and taxation. They 
want to get their problems solved by help from abroad rather than by doing 
what they can and should do themselves. The freezing, for which they asked, 
paradoxically for them, has removed the possibility of selling foreign cur- 
rency here to suck up inflation and give the Government money which it could 
reissue rather than to print fresh issues. So what foreign countries can do 
to help, in addition to Lease-Lend and providing funds for the Stabilization 
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Board, is very limited. The problem is now mostly up to China; yet many do 
not admit that inflation is the chief cause of ever-rising prices and blame it on 
speculation, transport troubles, shortage of goods, hoarding, etc., which are 
relatively minor. Any remedy must treat the main disease and not try to 
suppress the symptoms. 

Despite all these things I have mentioned, I find my advice sought more and 
more, and a number of the younger men come to me about their problems. 
There is a lot of good stuff here. The troubles are due in no small part to 
the effects of strain of war on the leading personnel. They have often been 
ill and have had little or no rest and change and vacation. Many have not 
had proper food or medical attention. This is one of the indirect but sad results 
of war. I do not now find the vigor and judgment and ability to carry out 
plans that I knew before the war when we were able to do so much. And the 
success of China in standing off the Japs for four and a half years and bringing 
them to a state where their position as a “great” power is likely soon to be 
ended has not unnaturally gone to their heads. They have done so much by 
their own efforts in spite of our criminally stupid neutrality law and unwilling- 
ness to give help when it counted most, that it is not surprising that they now 
want to have their head. They must learn by their own experience, like most 
individuals—but what an unnecessary cost. 

Meanwhile the inflation goes merrily on. Prices now are probably 20 to 25 
times the prewar level in leading interior cities, and perhaps 15 times as high 
as prewar in the country as a whole. The increase in the past six months has 
been about 50 percent. The dangerous part is that these increases get faster and 
faster. I am urging reforms while there is yet time. The war out here is likely 
to last another two years, and we must do what we can to get China through that 
period. The ravages of inflation are so serious, however, that China will have a 
tremendous problem after the war to put its house in order. The financial ques- 
tions alone will be grave enough, but there is also the still unsettled internal 
political problem of Kuomintang-Communists and other parties, the tendency in 
many circles toward gestapo methods and dictatorship, the question of regional 
differences, political differences, political personalities, the exploiting tendencies 
of some officials, face and political favoritism, the serious land problem, and 
others. China is too nationalistic, after its heroic resistance, to tolerate much 
foreign help in actually doing things to aid in putting the house in order. How 
it will all work out, no one can say. Still, as Royal Leonard once said, China 
refuses to do the obvious but often does the impossible. 


Senator Butier. Doctor, you said in less than 4 months they spent 
more than half of what you had spent in over 3 years to do the same 
job, not as well. 

Mr. Youna. We were doing it in a different way. We were trying 
to maintain stability, relatively, of the currency in order to maintain 
an orderly market. Of course, there were times when the currency 
had to be allowed to slip because of the inflation, and the exchange 
value of the currency fell, but we tried to control those whenever we 
had resources, so it would be done in as orderly a way as possible. 

They sold exchange at a fixed rate which I think was fixed too high, 
and they were unable to buy anything back. It was a one-way prop- 
osition, all going out and nothing coming in, whereas on the free mar- 
ket operation we could sometimes buy back, as I mentioned in the case 
of his Hankow affair, when we bought back most of the $16 million 
we had sold, after the market settled down. 

So they had this exchange control. They were giving it all out. In 
the meantime, the free market rate, which had been steady a number 
of months, went to pot. It immediately dropped down when there 
was no support of the free market, and that was a shock and aggra- 
vated the prices and made the financial problems more difficult for 
the Chinese Government, in my opinion. 

Mr. Morris. During this period China needed to raise money by any 
practicable means, did it not, in order to keep the inflationary forces 
from gaining the ascendancy ? 
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Mr. Youne. All the way through, that was my advice to China. 
They should raise everything possible by noninflationary means. 

Mr. Morris. In connection with that last question, and your last 
answer, have you made a study of the Morgenthau diaries, Mr. Young? 

Mr. Youne. I have made a study of the documents that I under- 
stand are in the records of the committee. 

Mr. Morris. More than 1,000 documents that we have referred to 
earlier today. They are now in the record of the committee. 

Mr. Youne. I have made a study of those with special reference to 
the transactions for sales of gold in China, which was one of the more 
important of the noninflationary means of raising revenue. 

Mr. Morris. And, Dr. Young, on the basis of that study, together 
with the experience that you personally had in China during this 
period as a financial adviser to the Chinese Government on this very 

roblem, you have prepared, have you not, a 19-page outline which 
is annotated for the express purpose of the record, of having it inserted 
into the record of the Internal Security Subcommittee ? 

Mr. Youna. Yes, sir. 

Mr. Morris. I would like to offer this, Senator, this memo so de- 
scribed, captioned “China and Gold, 1942-45, by Arthur N. Young,” 
dated July 11, 1956, which Dr. Young has prepared, having studied 
the Morgenthau Diaries, having incorporated into that study his own 
experience and, as I say, he prepared this expressly for the purpose 
of the record of the Internal Security Subcommittee. 

I would like to now offer that for the record. 

Senator Butter. It will be received and made a part of the record. 

(The document referred to was marked “Exhibit No. 329” and reads 
as follows :) 

Exurpit No. 329 


JuLyY 11, 1956. 
CHINA AND GOLD, 1942-45 


(By Arthur N. Young) 


(This statement is based upon the writer’s own experience and upon study of 
the Morgenthau Diaries, made available by the Subcommittee To Investigate 
the Administration of the Internal Security Act and other Internal Security Laws 
of the Senate Committee on the Judiciary in June-July 1956. The writer was 
financial adviser to the Nationalist Government of China and to the Central 
Bank of China while the events herein discussed took place.) 

Shortly after Pearl Harbor, China asked the United States for a large loan. 
China had fought Japan for four and a half years with meager foreign aid. 
American and British defeats by Japan in the early part of the Pacific war 
showed that the war would last a good while. The American Government 
readily responded to China’s request. On March 21, 1942, an agreement was 
signed at Washington for a credit to China of $500 million. The funds were 
to be transferred “in such amounts and at such times as the Government of the 
Republic of China shall request.” * 

Secretary Morgenthau was most helpful to China in supporting in the admin- 
istration and before Congress China’s request for this loan. Previously he had 
taken a helpful interest in China’s problems, by buying China’s silver at good 
prices at the time of Japan’s attack in 1937 and thereafter. Also he had helped 
China to obtain credits from the Export-Import Bank, beginning at the end of 
1938, for purchases of seeded supplies in the United States. 

Shortly after the $500 million credit was concluded, the writer and officers of 
the Central Bank of China urged that China use part of this credit to get gold 
to be sold in China. This would reduce dependence on paper money financing, 


1 The text is given in U. 8. Relations With China, Department of State, 1949, pp. 511-612, 
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which had become unavoidable under war conditions. It was realized that gold 
sales would have to be experimental. 

In February 1943, the Chinese Government asked for $20 million of this credit 
of $500 million to buy gold for shipment to China, and the Treasury promptly 
agreed. No shipments were made, however, until September 28, 1943. The delay 
seems to have been due in part to problems of transport and insurance. 

Meanwhile, on July 8, 1943, a message from Finance Minister Kung was re- 
ceived at Washington stating that inflation was growing in China, and that 
American needs for airfields and other facilities added greatly to China’s ex- 
penditures. Dr. Kung thought it desirable to sell gold actively in order to raise 
funds other than by printing notes, and asked that $200 million of the credit be 
used for shipment of geld to China. He stated that Mme. Chiang, at the time of 
her visit in June 1943 had obtained the approval of President Roosevelt and 
Secretary Morgenthau for the use of $200 million of the credit for buying gold. 

Secretary Morgenthau sent a message to Dr. Kung on July 14, 19438, stating 
that the Treasury agreed in principle but had made it clear to China that it ac- 
quiesced because the sale of gold to the public would help China to fight inflation 
and hoarding; and that such use of gold involved great costs and difficulties and 
the decision was primarily China’s responsibility. Also, Mr. Morgenthau stated, 
China would be sacrificing assets which could be used postwar for reconstruction. 

In response to a formal request by the Chinese Ambassador, Secretary Morgen- 
thau on July 27, 1943, made the following reply to Minister Kung: 

“The Treasury agrees to the request of the Government of China transmitted 
to me by Ambassador Wei Tao-ming that $200 million be made available imme- 
diately from the credit on the books of the Treasury in the name of the Govern- 
ment of the Republic of China for the purchase of gold. 

“In order to avoid unnecessary raising of funds by the United States Treasury, 
it is suggested that transfers from the credit of the Chinese Government for the 
purchase of gold be made at such time and in such amounts as are allowed by ex- 
isting facilities for the transportation to China of the equivalent amount of gold. 
Since it is intended that this gold will be sent to China for sale to the public, this 
procedure should not interfere with the program outlined in your message of July 
23, 1943. 

“On receipt of requests from the Government of China that a specific amount 
should be transferred from the credit of the Government of China on the books 
of the Treasury and be used for the purchase of gold, the necessary action will be 
taken to consummate these requests. ‘The details of the arrangements will be 
discussed with Dr. P. W. Kuo and Mr. Hsi Te-mou.”’ In reply Dr. Kung ex- 
pressed appreciation and said he would request the gold in specific amounts as 
needed. 

The Treasury clearly recognized the desirability in principle of using gold to 
raise funds for war purposes as a noninflationary expedient. A memorandum of 
September 22, 1943, by Mr. Harry D. White, of the Treasury, to Secretary Mor- 
genthau stated that the Treasury expected to sell about $20 miilion of gold in the 
next three months in the Middle East and India to cover local war costs of the 
United States, and that the amount of such sales was likely to grow.® 

In the same memorandum, Mr. White informed the Secretary that: 

“China has asked for $50 million worth of gold in accordance with your prom- 
ise to make the gold available.” A memorandum prepared by Mr. White recorded 
his conversation with Secretary Morgenthau on September 29, 1943, as follows: 

“I said that I thought that we ought to be tough with the Chinese on the 
question of earmarking $200 million of gold for gold sales which they could not 
make before the gold could be shipped to them. The Secretary agreed. He said 
he thinks that we should be tough in this matter and he told me to go ahead and 
let them have the gold only as rapidly as it could be shipped and sold in China.” ‘ 

In this period there was discussion of possible sale of gold in China by the 
U. S. to meet American expenditures and thus overcome the disadvantages of the 
artificial official rate of exchange of C$20-1. Minister Kung had no objection in 
principle but thought the plan inadvisable because other governments would be 
likely to claim the same privilege. 

These gold transactions had a helpful effect in checking inflation. A telegram 
of November 30, 1943, to the Treasury from Mr. Adler, Treasury representative 
at Chungking, stated that the rate of price rise had slackened due to various 


2 Text from U. 8. Relations With China, pp. 487-488. 
* Morgenthau Diaries (hereinafter called Diaties). V. 666, p. 179 (exhibit No, 382). 
‘ Diaries, V. 668, p. 68 (exhibit No. 333). 
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causes including an adequate harvest, better war news, and the psychological 
effect of announcing the purchase of gold by China. On December 14, 1943, Min 
ister Kung telegraphed to Secretary Morgenthau that the arrival in November of 
American gold had helped to strengthen the Chinese currency. 

The Chinese Government began the sale of gold prior to arrival of the first 
American shipment on November 19, 1948, using gold already held in China 
amounting to about 50,000 ounces. These sales, handled by the Farmers Bank 
of China, were managed so as to avoid disrupting gold prices. Sometimes the 
Bank bought to steady these prices. ‘Total sales by the Farmers Bank up to 
March 1944 were about 33,000 ounces worth over $1 million. 

The Central Bank of China took over the selling of gold in March 1944. Until 
the summer of 1944 China had enough gold because of the $10 million of Ameri 
ean gold that arrived at the end of 1943, plus two lots of $1 million each that 
came in April and July 1944. But by July it was clear that more was needed. 

On July 12 the Central Bank urgently asked for air shipments. The Treasury 
sent two lots August 3 and 21. The first of $3 million went by sea and reached 
China September 21. The second of $1.5 million went by air and arrived Septem- 
ber 12. 

Meanwhile sales of gold in China speeded up. The figures of sales of gold and 
arrivals of American gold in the second half of 1944 were: 


se 
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Details of the dates and amounts of gold shipments from the United States 
to China, and also official and free market gold prices, sales and receipts in China, 
are shown in Tables I and II at the end of this statement. 

Up to October 1944, the supply of gold sufficed to meet the demand. Total 
sales had been about $18 million, which were covered by arrivals of American 
gold worth about $17 million plus the 50,000 ounces worth about $1.75 million 
already in China. But the Treasury’s holding back was having its effect in 
China. The inadequate response to the Central Bank’s request of July 12, 1944, 
created doubt in the market, as no fresh shipment left the United States until 
August 3. That naturally stimulated the urge to buy gold. By October 6 the 
Bank had on hand only a few days’ supply—28,000 ounces worth about $1 million. 

Until midsummer of 1944 official gold prices had been fairly close to free market 
prices. The average monthly free market price did not exceed the official price 
by more than 10 percent until August 1944. On July 16, 1944, the Central Bank 
in a surprise move lowered the official price from C$18,500 to C$17,500 in order 
to trap speculators and strengthen confidence. The Bank always was under- 
standably reluctant to raise the official gold price because of fear that its action 
would hurt general confidence and be reflected in a rise of general prices. In 
September 1944, however, the Bank raised the effective official gold price to 
©$19,250 and in October to C$21,000 by including a supplement first of 10 percent 
and then 20 percent for compulsory purchase of Chinese Government Treasury 
notes. In November the official price was raised to C$24,000. 

In a telegram of October 6 the Central Bank told its representative in the 
United States that the difference between official and black market prices was 
“entirely due to stock having been exhausted * * *. Public got scared because 
we had no more gold. All rushed for what they could grab.” As a result gold 
prices rose, though large arrivals of gold in September and October checked the 
rise. A further condition promoting a rise in the black market was the aggra- 
vated inflation, whose pace was speeded up by the heavy spending of printing 
press money for the huge airfields built at Chengtu in the first half of 1944 for 
the American B—29’s, and costing about C$6 billion. 

The reluctance of the Treasury about gold for China was shown by a statement 
by Secretary Morgenthau in a conference with his staff on December 17, 1943, at 
which he said: “* * * it was our fault or blame or responsibility that the gold 


® Diaries, V. 682, p. 83 (exhibit No. 334). 
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left here so slowly. We thought that was the only way to make it last, and that 
we could let it go faster.” * 

A Treasury memorandum of December 18, 1948, to President Roosevelt said: 
“This practice has not been tried sufficiently to warrant any definite conclusion 
as to its possible effect”.’ Mr. Adler in a report of February 22, 1944, said that 
China was “ultra conservative” and was not selling much gold.® 

The Treasury in this period was giving effect to Secretary Morgenthau’s 
decision of September 29, 1943, reported in the above-quoted memorandum to 
“let them have the gold only as rapidly as it could be shipped and sold in China.” 
Until July 1943, when the pace of gold selling sharply picked up, the shipments 
could be regarded as reasonably adequate, though without much margin for 
reserve. But in response to the Central Bank’s urging beginning July 12, only 
about $13 million of gold was shipped between August 3 and December 1, to 
arrive in China between September 12, 1944, and January 26, 1945. This com- 
pared with sales of over $33 million in the period from September through 
January. 

After January 26 no more gold reached China until June 14, 1945. In order 
to meet the demand the Central Bank begun sales for future delivery, as dis- 
cussed below. Had moderately larger amounts of gold been on hand in due 
time in the fall of 1944, much of the later trouble might have been avoided. 

The fall of 1944 was a most difficult period for China. The Japanese, irked by 
the effective bombing of their shipping along the Chinese coast and of their 
installations and operations in eastern China by General Chennault’s Fourteenth 
Air Foree, made a heavy drive with mechanized equipment which resulted in 
eapturing the east China airbases. Their forces advanced toward Chungking 
and Kunming and the Chinese forces were unable to stop them. The drive was 
checked partly by the flying in of better trained and equipped Chinese troops 
from the Burma-India sector, and probably more importantly by the rapid 
American advances in the Philippines. 

The fear that the Japanese would force evacuation of Chungking and Kun- 
ming led to greatly increased demands for gold in the fall of 1944. In times of 
stress, gold, being of high value in small compass, is a wonderful asset to people 
who fear they may be forced to flee for their lives. Coupled with this was the 
rapid growth of inflation, spurring flight from the currency into whatever pur- 
chases would be likely to hold their value, notably gold. After October 1944, 
the demand for gold was unprecedented. 

That gold was not available in China to meet this exceptional demand in the 
latter part of 1944, clearly was due to the fact that the Treasury had been 
dragging its feet. It was not due to lack of pressure from the Chinese side. 
At a meeting with Messrs. White, Bernstein, and Adler, on October 2, 1944, the 
Chinese representatives presented a copy of a telegram from the Central Bank 
of China, Chungking, as follows: 

“As Federal Reserve Bank of New York advised having shipped balance by 
plane thus exhausting our $20 million and as sales still extremely heavy and 
recent arrivals far from being adequate to meet outstanding contracts, please 
request U. S. Treasury immediately transfer US$20 million or if possible more 
out of $200 million and ship by plane.” * 

Mr. White questioned the merits of selling gold, pointed out that it would be 
a valuable asset postwar, and expressed the view that if sold in China, it would 
“not substantially retard rising prices or the basic economic situation which 
was due to acute scarcity of goods”, and also much of the gold would disappear 
into hoards. This argument was not sound. Gold was well calculated to check 
inflation because its official price of C$21,000 per ounce was equivalent to C$600 
per dollar, whereas the black market rate for American currency was about 
C$250 per dollar. In other words, gold in China was worth 2.4 times as much 
as American currency, i. e., equivalent to $84 per ounce compared with the legal 
American price of $35, and at this time the free market price was about C$24,000 
or about 14 percent above the official price. As to scarcity of goods, of course 
many individual items were very scarce because of the war. But most of the 
goods consumed in China were produced there and despite the war, production 
of foodstuffs and many local items was pretty well sustained. The price of rice, 
for example, rose along with other items. Clearly the main cause of the price 


* Diaries, V. 685, p. 26 (exhibit No. 335). 
* Diaries, V. 685, p. 141 (exhibit No. 336). 


. 8 eee V. 703, p. 48. (See p. 1942 of pt. 34, Scope of Soviet Activity in the United 
States. 


*For a report of this conference, see U. 8S. Relations With China, 1949, pp. 502-504. 
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rise was the printing and issue of paper money. As to hoarding, it was far 
better to hoard gold paid for by turning in money that could be reisssued, than 
for that money to remain in circulation and be used in part to buy and hoard 
searce goods. 

At this conference, Mr. Adler pointed out that the spread between official ang 
market prices of gold had temporarily gone to as much as 60 percent early in 
September, but had dropped to C$1500 (about 8 percent) with the arrival of 
gold. This appears to refer to a shipment of about $1.5 million which arrived 
September 12, 1944, being the first arrival since July 12, 1944. The Chinese 
representatives went on to point out that if there were sufficient supplies of 
gold, the discrepancy could be obliterated. They “emphasized that the market’s 
lack of confidence in the Central Bank’s ability to procure adequate supplies 
was apparently the main reason” for the discrepancy. They stressed that “the 
cessation of the sale of gold would have very serious effects at this time.” 
Despite the representations by China, there was no shipment of goid for a 
month, and that shipment was sent by sea whereas the earlier shipments from 
September 1943 through March 1944 had gone by air—the next shipment after 
March 27 having gone by rail to California on August 3, 1944, and thence by 
steamer. 

A memorandum by Mr. White to Secretary Morgenthau dated December 9, 
1944, says that the Chinese have been pressing to ship gold by commercial vessels, 
whereas the Treasury had insisted on military transport. “We have stalled 
as much as we have dared,” said Mr. White, “and have succeeded in limiting 
gold shipments to $26 million during the past year. We think it would be a 
serious mistake to permit further large shipments at this time.” Mr. White 
went on to say, however, that the Treasury was going ahead with its program to 
obtain in India “all our rupee needs through the sale of gold.” ” 

In furtherance of the Treasury’s policy, no gold was shipped to China be- 
tween December 1, 1944 and April 14, 1945. 

Meanwhile, the Chinese continued to press for shipments. Finance Minister 
O. K. Yui, in a telegram of December 30, 1944, to Dr. Kung (who was then in 
the United States) said that the gold was urgently needed and asked him to 
request Secretary Morgenthau to expedite shipments. On January 3, 1945, 
Dr. Kung wrote to the Secretary appealing to his friendship and asking his 
cooperation. The Secretary replied January 6 that he hoped to give a decision 
in the near future and was giving “fullest consideration to the best interests of 
China.” * 

In a memorandum which Mr. White submitted to the Secretary for presentation 
to President Roosevelt dated December 238, 1944, it was stated that the gold 
was being sold ”in such a way as to be of benefit principally to hoarders and 
speculators” and much of it was finding its way to the occupied areas; that it 
was having “practically no helpful effect on the inflationary situation”; and 
that while it gave the Chungking government an additional source of revenue, 
this was “by the sacrifice of valuable national assets at inexcusably low prices.” 
The memorandum went on to say that the Treasury had held back shipments 
despite pressure from China. The gold exports, it was explained, clearly showed 
American support of Chungking. The memorandum suggested use of the ship- 
ments as a “bargaining weapon,” to get Chungking to accept “your China pro- 
gram.” The record indicates that the Secretary did not present this memo- 
randum to the President.” 

Commenting on the objections raised, it should have been clear that the sale 
of gold was designed to attract purchase by persons who otherwise would en- 
gage in hoarding rice or other important goods and speculate in them—in 
other words, so that they would be diverted from this harmful activity, thus 
adding to the supply of goods available in the market. It was true that some 
of the gold found its way to occupied areas, but the buyers there were largely 
Chinese and in any event, the Government got value in local currency with- 
drawn from circulation for the gold that it sold. As to effect on the inflation, 
receipts from gold reduced substantially the deficit covered by the printing 
press. A telegram from Mr. Adier at Chungking, March 11, 1945, reported 
that receipts from gold had become the chief source of revenue in January and 
February and was thus covering about one-fourth of the deficit.“ As to the 





19 Diaries, V. 802, pp. 1-3 (exhibit No. 337). 

1 Diaries, V. 807, Pp. 257-259 (exhibit No. 338). 

% From Harry D. hite papers, lodged at the Princeton University Library, received by 
the Senate Internal Security Subcommittee of the Judiciary Committee, September 30 
1955. See Diaries, V. 846, p. 35. May 10, 1945 (exhibit No. 339). 
% Diaries, V. 827, pt. I, pp. 53-55 (exhibit No. 340). 
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sacrifice of assets needed for postwar at “inexcusably low prices,” in wartime 
all kinds of valuable assets, including lives, have to be sacrificed. As to the 
prices, the absence of stocks of gold made it impossible to control the market, 
or to realize the much greater value that would have been possible from selling 
spot rather than forward. Furthermore, measured by the black market prices 
for American currency, which is admittedly a not wholly satisfactory measure, 
because of the narrowness of the market, gold produced for China in this period 
sums equivalent to well over $35 per ounce. 

With stocks of gold in China exhausted while demand ran high, the Central 
Bank was forced to adopt the expedient of selling gold for future delivery. The 
table that follows compares sales of gold, mostly commitments to deliver gold 
in the future, with arrivals in China for the first half of 1945: 





| 
| Sales 
Date (Chinese Value Arrivals 
| ounces) ! 
| 
te oe ™ , p wee sith PMT rat é aR — 
1945—January 295,000 | $10, 325, 000 $2, 926, 982 
February ; | 354, 000 12, 390, 000 oe asee 
March 509, 000 17, 815, 000 |_- yh 
April | 264,000 | 9, 240,000 |......._.--. 
May ; 306, 500 12, 775, 000 | 
June a | 


| tl aiiinins 
467, 000 16, 345, 000 3, 978, 866 


! The Chinese ounce or tael equals 1.00471 troy ounces. 


Gold sales based on commitments for future delivery were made in two ways: 
by selling gold forward and by accepting deposits to be repaid later in gold. 
The amount of these transactions in futures is shown below (in Chinese ounces) : * 








Date | Forward Gold de- Total 
| sales posits 

1944— August ‘ oil ‘ liasans } 370 | 370 
September i intel 9, 340 | 9, 340 
October. } =i 19, 013 | 19, 013 
November 116, 930 105, 156 222, 086 

Decem ber cS 21, 760 | 64, 272 | 86, 032 
1945—January 2 oid | 61, 730 233, 562 | 295, 292 
February ' | 94, 510 | 259, 176 353, 686 
March bs he 15, 870 | 477, 100 | 492, 970 

April Ba cs eer Be 730 | 257, 268 | 257. 998 

May deste a iene tani 500 | 305, 970 | 306, 470 

June Se ee tall cia, “ee OR 467,051 | 467, 051 
Total pied Satan stmacdibtishs tine 312, 030 | 2, 198, 278 | 2, 510, 308 


These sales of futures had to be made at unfavorable rates. Because of the 
rapid rate of inflation, interest rates in China were 8 percent or more per 
month. Hence what buyers would pay for the right to receive gold in six months 
was related to what they could make by putting out their money at interest for 
that period, in which the original sum would about double. 

Meanwhile, demand for gold far outpaced arrivals. The shipment that was 
started on its way December 1, 1944, by sea reached Chungking January 26, 1954. 
There were no further shipments until $1.2 million shipped April 14, and this, 
too, went by sea, arriving June 14, 1945. During this gap of four and a half 
months with no shipments the free market became more and more panicky. 

Again on January 18, 1945, Dr. Kung wrote to Secretary Morgenthau express- 
ing the “urgency of facilitating the shipment of gold to China and the minting 
of gold tokens for shipment to China.”” The production of such tokens in one, 
one-half, and one quarter ounce sizes had been discussed for many months but 
nothing definite had been done. The Treasury took no action on this urging. 

Once more, in a letter of February 26, 1945, Minister Kung reviewed the situa- 
tion comprehensively. He said that available data showed that sales of gold 
had covered about one-sixth of the deficit from the commencement of these 
sales in the latter part of 1943, and the sales had helped to check hoarding and 


4 See previous note. 
* Diaries, V. 814, p. 301 (exhibit No. 341). 
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speculation in goods. But American deliveries were so short that the Central 
Bank was forced to substitute forward sales for spot deliveries of gold. “A 
black market for spot gold developed, which the Government could not control 
owing to lack of ready supplies.” The deficit had become worse because of the 
cost of the program of reorganizing the Chinese armies with American aid, the 
growth of American army operations in China, and the outlay for the newly 
organized War Production Board proposed by Mr. Donald Nelson. Meanwhile 
revenues had suffered from Japanese occupation of larger areas. So long as 
gold was not shipped to China the black market price could only go higher. He 
pleaded for the shipment at once by air of the undelivered part of the first $20 
million; and a further $17.5 million by air as soon as practicable plus a further 
similar lot to be started at once by sea. Finally, he said that the Chinese Gov- 
ernment fully realized that gold sales were justified only by the emergency, and 
that it was anxious to import and sell consumers goods instead. He again urged 
the early delivery of gold tokens. 

In a memorandum of March 2, 1945, to Secretary Morgenthau, Mr. V. F. Coe 
said that the situation in China was unchanged. “Ambassador Hurley agreed 
with you on the desirability of holding down gold shipments to approximately 
the same magnitude as in the past”; i. e., to ship about $7 million over the next 
three months. Half of this should be earmarked for promoting the production of 
tin in West China under an arrangement made with the National Resources 
Commission of China.” 

On March 8, 1945, Secretary Morgenthau replied to Dr. Kung’s letter of 
February 26 in part as follows: 

“T am sure that you appreciate the many difficulties involved in making 
arrangements for the export of gold to China. As in every other phase of our 
activities these days, military necessity takes precedence over everything else. 

“T have, however, instructed my men to raise again with the military authori- 
ties the possibilities of shipping gold to China during the next few months, 
They will inform your representatives of their findings on this matter.” ™ 

As indicating a Chinese reaction, a Chinese official concerned with these 
negotiations in Washington wrote to a colleague in Chungking on March 2, 1945, 
that “* * * there is reason to believe that some elements in the Government 
here would like to ‘wait and see’ until such questions as the Kuomintang and 
the Communist Party are settled.” 

On April 23, 1945, Finance Minister O. K. Yui telegraphed that the delay in 
shipments reflects on China’s credit, saying, “I feel much concerned and dis- 
tressed.” The Central Bank telegraphed April 28, “We cannot overemphasize 
the serious effect in consequence Doctor White’s default in meeting its [sic] 
obligations.” 

Meanwhile the gold market in China was getting out of hand. The Chinese 
government was in a dilemma. On the one hand, maintenance of the official 
price for gold in the face of mounting inflation led to too little return from 
sales. On the other hand, to raise the price was always a shock to confidence 
and was likely to be followed by a sharp jump in the free market so long as the 
Government did not have a stock of gold to sell in order to control the price. 
And such jumps in the free market price invariably tended to be reflected in 
the increase of commodity prices in general. But despite this difficulty the 
Chinese government delayed too long, until March 30, 1945, in raising to C$35,000 
the official price of C$24,000 per ounce set on November 13, 1944. When, on 
the latter date the official price was raised to C$35,000, which was just under the 
level of the free market at the time, the Bank still lacked a supply of gold 
to control the free market. As a result the free price jumped upward to C$60,000. 
It was charged in some of the press in Chungking that insiders had advance 
knowledge of the rise and profited accordingly, but the Central Bank stead- 
fastly denied this. They stated that the only large buyer immediately before 
the rise was a commercial company which had just received a down payment 
on a substantial order to be produced for the government, and was buying gold 
to hedge against the expected increase in its costs. 

The whole question of gold sales came to a head in May 1945, after Foreign 
Minister T. V. Soong came to Washington, he having been attending the San 
Francisco Conference on organization of the United Nations. Dr. Soong pre- 
sented the matter to President Truman, who referred the request for gold and 
also for consumers goods to check the inflation to the Treasury, asking them to 
consult the Department of State and the War Department. In a conference 


% Diaries, V. 824, p. 230 (exhibit No. 342). 
1 Diaries, V. 825, p. 171 (exhibit No. 343). 
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on the gold situation with these departments on May 1, 1945, Secretary Mor- 
genthau said: “We've made it just as difficult for the Chinese to get it as pos- 
sible, that being a sort of joint policy.” 

Representatives of these departments tended to agree with the Treasury view 
of the matter, but undertook to give serious consideration to shipping ocnsumers 
goods, especially textiles. 

At this point the Treasury interjected a new idea. In a communication to 
Secretary Morgenthau of Apil 27, 1945, Mr. V. F. Coe peeremet | trying to get the 

Chinese government to use the funds they had left from the $500 million loan 
and also balances acquired from sales of currency to the Americ an army to build 
up a special fund of $500 million for postwar reconstruction of China’s finances 
and economy.” 

On May 8, 1945, a Treasury conference considered a draft memorandum for 
Dr. Soong. This stated that shipment of textiles and trucks was being con- 
sidered; and that China should adopt an anti-inflation program comprising 
monetary, banking, fiscal, and administrative reforms and stabilization of foreign 
exchange. The memorandum recommended that China set up a “Currency Sta- 
bilization Fund” of $500 million to be used for purposes to be jointly agreed with 
the Treasury. It further suggested that China consider stopping the forward 
sales of gold, a program about which the Treasury had not been consulted, but 
said that the Treasury weuld try to make available limited quantities of gold. 
This gold, however, ought to be financed from assets other than the proposed 
$500 million stabilization fund. This fund should be constituted from what 
remained of the $500 million loan, i. e., $240 million. The memorandum went on 
to say that “C hina should investigate ‘and eancel sales to speculators and illicit 
purchasers,” saying that “It is most unfortunate that the impression has arisen 
in the United States that the $200 million of U. 8S. dollar certificates and bonds 
and the gold sold in China have gone into relatively few hands with resultant 
large individual profits and have failed to be of real assistance to the Chinese 
economy.” 

Beginning on May 8, 1945, Dr. Soong conferred with Treasury, State, and War 
Department officials. When on May 8 the memorandum was read to Dr. Soong, 
he asked how he could combat the inflation with the $500 million fund. He then 
said that he had come from the San Francisco Conference to settle matters in 
Washington. He read the communication of July 23, 1943 (quoted above), in 
which the Treasury informed Dr. Kung that the Treasury “agrees to the re- 
quest * * * that $200 million be made available * * * for the purchase of gold,” 
and agreed that “the necessary action will be taken to consummate” China’s 
requests for transfers of funds to buy gold. Secretary Morgenthau expressed 
surprise, thinking that this arrangement referred to only $20 million, but was 
informed that it was $200 million. He said that the Treasury had not envisaged 
future sales, but Dr. Soong pointed out that China made no commitment to con- 
sult when they sold gold. Dr. Soong said that he would raise the gold price and 
tax those who had bought gold for future delivery—a commitment which later 
was strictly carried out and a 40-percent tax inaposed in the Fall of 1945. In 
response to the Secretary’s statement that he (Morgenthau) had tried to keep 
quiet the abuses in China, Dr. Soong said that he had nothing to hide—if there 
had been anything wrong it should be investigated, and he had so told Chiang 
Kai-shek. 

Dr. Soong discussed the proposed delivery of textiles and goods to China, re- 
marking that, ““The » country that first got beaten up by the aggressor will be the 
last to be rescued.” 

On May 9 Secretary Morgenthau thrashed out the subject at a conference with 
his staff. He said: “* * * you put me in an absolutely dishonorable position, 
and I think it’s inexcusable.” He said he does so many things that he could 
not be expected to remember his letter of July 23, 1948, and that it was their 
responsibility to know of it. All present agreed that lack of transport, which 
had been repeatedly mentioned to the Chinese, was a “thin excuse.”™ In the 
course of these discussions among the staff, Mr. White admitted that the Treasury 
had “absolutely no legal grounds” for delaying shipments. He said: “We have 


3% Diaries, V. 843, p. 106 (exhibit No. 344). 

1 Diaries, y. 841, pp. 263-264 (exhibit No. 345). 

® Diaries, V. 845, p. 170-179. The text of the memorandum is printed in U. S. Relations 
With China, PP, gg sane No. 346). 

“ Diaries, 845, > 4 2 et seq 

2 Diaries, V. 845, a 317. (exhibit No. 347). 
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been successful over two years in keeping them down to twenty-seven million.” 
Mr. Morgenthau further said: 

“I think that the Army and State Department have advised me very badly on 
this thing last week and suddenly Will Clayton woke up to that fact himself, 
entirely on his own. * * ** 

Despite the Secretary’s attitude, Mr. White and some of his associates pre- 
pared a draft memorandum for Mr. Morgenthau addressed to the President of 
which they had sent a copy to the State Department for clearance, suggesting 
that an effort be made to get China to “withdraw for the time being her request 
for immediate heavy shipments of gold.” ‘The report of the discussion reads: 

“H. M., Jr. The first thing I want, please call up whoever has a copy at the 
State Department. I want them immediately withdrawn, immediately. I’m not 
going to follow this position. It’s ridiculous. Will you please, wherever they are, 
get them right back? 

** * 

“H. M., Jr. I mean, you just keep going over the same ground, the same ground, 
the whole time. This doesn’t make it plain to the President of the United States 
that these people own this gold, that I, over my signature, told them they could 
have two hundred million dollars’ worth of gold. 

“Mr. WuirTe. That’s where I disagree. 

“H. M., Jr. I know you do.” * 

Mr. Morgenthau decided that in sending to China large amounts of gold, he 
should have the backing of the State Department and the approval of the Presi- 
dent. He obtained a memorandum of May 16, 1945, from Mr. Clayton, which 
was confirmed in a letter of the same date from Acting Secretary Grew. That 
letter, while expressing doubt as to the effectiveness of the sale of gold, stated: 

“The Chinese Government believes, however, that the immediate political 
and psychological as well as real economic effects of a continued and accelerated 
gold sale policy will have a vital importance in the critical situation confronting 
it, and strongly requests the delivery of the gold in question in accordance with 
the terms of the understanding between the two governments of July 1943. Since 
there appears to be no doubt that the Chinese Government attaches a greater 
importance to the immediate delivery of the gold then to the longer run benefits 
which might result from the establishment of the fund which you have pro- 
posed and since the continued stability of China and her increasing military 
efforts in the war against the common enemy are of great concern to the United 
States, the Department recommends that the Treasury, if transportation is 
available, deliver the gold to China in accordance with the time schedules put 
forward by Dr. Soong.” * 

After obtaining the approval of President Truman, Mr. Morgenthau on 
May 16, 1945, wrote to Dr. Soong that the Treasury would authorize shipment 
of the remaining gold in accordance with the schedule requested by Dr. Soong. 
The letter, however, went on to question the effectiveness of gold sales: 

“As you know, it is my opinion that the sale of gold by China has not proved 
effective in combating inflation, and I am doubtful that it will prove effective. 
Also as I have told you, the manner in which the gold sales have been conducted 
and the consequent public criticism of them in China are not conducive to 
achieving the purposes for which our financial aid was granted.” * 

The Secretary further urged constituting the $500 million fund, stating that: 

“ * * * the Chinese Government’s response to our proposal to institute a 
$500 million fund and her conduct of the gold sales program will be important 
considerations in our financial relations with China.” ” 

In these discussions with Dr. Soong, no agreement was reached about the 
suggested new fund of $500 million. But on February 26, 1946, the Chinese 
Supreme Defense Council ordered the setting aside of a fund of that size for 
eventual monetary stabilization, this being done as a part of the measures taken 
when China reopened the foreign exchange market at Shanghai. 

Despite the promise to accelerate shipments the Treasury continued to send 
them by sea. Five shipments were made in May and ten shipments in June 
by sea, the first of which arrived July 17, 1945. Beginning June 16, however, 
shipments were made by plane, some of which arrived during June and early 


* Diaries, V. 846, pp. 34-35 (exhibit No. 348). 

* Diaries, V. 847, pp. 36—37 (exhibit No. 349). 

% Diaries, V. 847, pp. 144-145; see also U. 8. Relations With China, p. 507 (exhibit No. 
350). 

* Diaries, V. 847, pp. 149-150. ‘The text of the letter is given in U. S. Relations With 
China, pp. 507-508 (exhibit No. 351). 

* Diaries, V. 847, pp. 149-150 (exhibit No. 351). 
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July. During the rest of the year further cargo lots arrived—over $100 million 
in July—October 1945. 

But these massive deliveries were too late to have the effect sought. In June 
and July 1945, the free market for gold got out of hand. Sales were suspended 
from June 25 to July 31 because of uncertainty how to deal with the extreme 
gyrations that took place. In June the free market shot upward from the May 
high of C©$82,500 to as much as C$185,000 per ounce. In July the price range 
was from C$167,000 to C$225,000, and the Government announced a 40 percent 
tax on settlement of forward commitments. On July 31 the official price was 
raised to C$170,000. But in August, with Japan finally defeated, the market 
slumped to C$75,000 and in September to C$50,000. This deflation put an end 
temporarily to the inflation and ushered in a new phase. In September the 
Central Bank began the liquidation of forward commitments, and for the rest 
of the year the price settled down around C$82,500 to C$100,000. 

Review of the record leads to several conclusions and comments: 

1. The Treasury clearly was not justified in holding back gold shipment to 
China as it did. By the summer of 1944 their foot dragging created doubt 
whether the Central Bank could meet the demand for gold sales. Until then 
official prices were close to prices in the free market. It was the Treasury’s 
delay that made it impossible for the Bank to sell freely and thus do away with 
the price divergence, when it began to grow first in August, 1944. Treasury 
complaint about the divergence was unjustified, when Treasury action was a 
main cause. 

The trouble was compounded in the following months when the Treasury’s 
delay became steadily clearer. This manifestation of lack of American support 
hurt confidence and aggravated the inflation, thus making it harder for China 
to hold out during the war and also making postwar reconstruction more 
difficult. 

Certainly the gold sales checked the inflation. In 1948, gold sales did not 
cover a very large part of the budget, but in 1944, despite the slowing down of 
American shipments, gold receipts were about C$16 billion as compared with 
total expenditures of about C$152 billion and American Army expenditures in 
China of about C$23 billion.” In the first quarter of 1945 receipts of about C$29 
billion from gold were said to cover about a quarter of the deficit, despite the 
fact that these sales were for future delivery and thus realized much less than 
could have been realized from sale of spot gold. A Chinese Government spokes- 
man stated on June 27, 1945, when gold sales had been temporarily suspended, 
that they had realized C$80 billion to date. 

China showed a much more flexible policy in setting ‘the official prices for 
gold than it did in sticking to the exchange rate of 20-1 throughout the war. 
Clearly, the American Treasury should have furnished the gold as rapidly as 
China could sell it, in addition to providing a reasonable stock on hand in case 
of increase of demand. Gold shipments from the United States, arrivals in 
India, and then in China, tended, when they occurred, sporadically, to check the 
rise in the free market price. Had an adequate amount always been on hand, 
there would have been a helpful psychological gain, both because of presence 
of the gold and the evidence of American support of China. Also had the Treas- 
ury cooperated in shipping gold it would have been in a good position, had it 
been necessary, to press informally for a policy to raise the maximum amount 
from gold sales. 

2. Why this unfavorable attitude toward China? The Treasury had the 
general acquiescence of the State and War Departments in its attitude. There 
were several contributing factors which played their part, though they by no 
means justified the American Government’s policy on gold shipments to China. 

(a) China's hard bargaining and reluctance to make realistic arrangements 
to meet American army costs in China, as to which no settlement was reached 
until December 1944. All through 1943 the Army bought Chinese currency at 
20-1, the official rate. This rate was only six times the prewar rate of about 
3.3-1, though average prices in China in 1943 were 70-200 times the prewar level. 
The American officials concerned felt that expenditure of about $140 million 
in 1948 to buy Chinese currency at 20-1 imposed an unfair cost on the United 
States. On the other hand, the Chinese Government feared that to change the 
official exchange rates would badly hurt confidence. 

After the Cairo conference of President Roosevelt and Generalissimo Chiang 
Kai-shek the Chinese felt that the President had promised financial support, 


* The figure for Chinese Government sone is taken from a book in Chinese by 
Chang Wei-ya, Money and Finance of China, 1952, p. 187. 
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and this affected their taking a strong line in the negotiations. Also some of 
the tentative understandings reached were ambiguous. But regardless of the 
merits of the controversy, the resulting American attitude was certainly adverse 
to China. 

(6) China had sold the dollar-backed savings certificates and bonds of $200 
million, secured by $200 million of the $500 million loan, far too cheaply. The 
price had not been raised during over a year from the Spring of 1942, when 
the purchasing power of Chinese currency fell by two-thirds or more, as meas- 
ured by average price rises. Also there were charges as to which the writer 
has no knowledge, that insiders had benefited from these sales. The American 
officials concerned took the view that China’s action about these certificates and 
bonds did not encourage confidence that the gold would be wisely used. In 
practice, however, China made a far better record in adjusting the gold price, 
until subjected to the handicap of slow deliveries from the U. S., that it did with 
the savings certificates and bonds. 

(c) The American officials both in China and Washington felt that China had 
not fought as effectively as it should after the Spring of 1942. Many of them 
expected far too much from China. They did not sufficiently realize the ex- 
haustion and disorganization caused by fighting the Japanese alone for four 
and a half years, the subtle damage from inflation, the inability to do much 
against a modern mechanized Army without adequate equipment and training, 
possible subconscious reaction in China that American oil and scrapiron had 
helped Japan to fight China, and the fact that opinion in China tended toward 
welcoming a respite and temporary stalemate because of the terrible outrages 
inflicted by Japanese armies during the military campaign. 

3. Allowing for the above factors, American policy nevertheless should have 
clearly recognized the need to sustain the Nationalist Government as the recog- 
nized government that had almost miraculously held off the Japanese alone at the 
cost of enormous sufferings; as the best hope for participation in the war when 
China’s rescue became militarily possible; and as the only organization to which 
the U. 8. could look for development after the war of a moderate democratic 
regime in China. 

As early as 1941, Chiang Kai-shek had correctly stated that the difficulties of 
China were as much or more economic and financial than military, and General 
Wedemeyer after he supplanted General Stilwell had reached a similar con- 
clusion. Hence, from 1941 onward and even before, American aid in the check- 
ing of inflation should have been made a major American policy concerning 
China. There was need to sell actively and effectively in China everything that 
could be sold to reduce dependence on printing press money. These sales should 
have comprised, besides gold and dollar-backed securities, import and sale of 
consumers goods as soon as a modest beginning could have been made in their im- 
port. Ata fairly early stage of the development of air transport over the Hump, 
priorities should have been given for moderate imports of consumers goods of 
small bulk and high value. The writer worked out lists of 100 or 200 tons of 
such goods that could have been gradually imported and advocated them re- 
peatedly. These lists and the purpose intended met with the approval of Army 
supply officers in China and were forwarded with their recommendation to 
Washington, but apparently received no consideration. 

4. It is hard to understand how the Treasury could have stressed its favorite 
arguments of lack of transportation facilities and the need to conserve the dollar 
resources for postwar. As to transport, when the Army wished to expedite the 
construction of the Chengtu airfields, it agreed without hesitation to help to fly 
in Chinese bank notes needed to pay for the work. Data as to the weight of these 
notes are not at hand but it may be estimated that it was of the order of several 
hundred tons. During 1944 nearly 2,000 tons of banknotes and banknote paper 
were flown to China over the Hump by the China National Aviation Corpora- 
tion using planes and pilots provided from the U. 8. It is absurd to think that 
means could not have been found to fly in gold as needed. A million dollars in 
gold weighs about a ton. The sale of a million dollars worth of gold, at say 
©$20,000 per ounce, would have provided about C$500 million. But a ton of C§$20 
banknotes would only amount to about C$20 million. 

As to conservation and postwar, there was no more reason to hold back gold 
on that account than to have held back troops in wartime because the men 
would be needed after the war. Certainly gold should have been deemed to be 
expendable to minimize the ever-present risk that China’s acute inflation would 
gradually pass to the stage of hyperinflation and financial collapse. 
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5. The record available to the writer does not show specific evidence of the 
motives of those concerned. But the energetic efforts made by Mr. White, while 
blocking gold shipments to China, to promote a $10 billion postwar loan to 
Russia,” make clear a strong anti-Chinese and pro-Russian bias. In any case, 
the policy of the Treasury (and the Treasury was able to convince the State and 
War Departments to go along) showed a failure to appreciate the value that was 
being obtained from the sales of gold, and that could have been obtained had it 
been possible to pursue cooperatively the sale of maximum amounts at the best 
prices which could reasonably be gotten in the circumstances. The parallel sales 
of gold in the Middle East and India suggested that the Treasury must have 
realized the benefits that thus could have been possible. 

Annexed tables: Gold shipments from the United States to China, 1943-47; 
gold prices, sales and receipts in China, 1943-45. 


TABLE I.—Gold shipments from the United States to China, under Public Law 
442 ($500 million loan to China), 1943-47 °* 


[United States dollar value at $35 per fine ounce] 
Date of arrival in China: 








1943 : 
Vee ee Bo yee I oe Bi Se Be $8, 417, 082. 59 
pte 3 ko oe a a . _. 2,070,379.18 
ON I BBUF Ae) AE _. 10,487, 461. 77 

1944: 
a MD aU ATE vo ie 2 PEA e EE OY. ES TER RS 03 bs oe a Rts 1, 076, 979. 02 
FE eee ee ee ee Be eee I eee s IE 1, 092, 813. 50 
Beieeeinee Ba oh See ee Se ES ee 4, 493, 420. 62 
Geto eet wae 38 BUSAS IAEA) ESSE SACU Us pl oy 2, 849, 324. 77 
Dinter 22 AE ak ER oe a ee 2, 949, 186. 11 
Pted' FRE ee A A RE EBA eet hes 12, 461, 674. 02 

1945 : 
Daun TS I PO OR ers ese LL 2, 926, 982. 00 
Wieser) ITO. ed OB OE ak TBS DIP. 8, 978, 866. 05 
Pele 2845) ab igelisenia }, Be Civitas Hox ol Dope _. 40, 241, 305. 76 
Bsns ME ne Sh Ie) SM aS 87, 235, 985. 48 
CR as a BOE JIB eS SRDS 30, 488, 770. 53 
Tota wees h eo 1 ja cauobs bods So so use elu f 114, 871, 909. 82 

1946: 
I inn a so a ees a createed ese eaten 12, 183, 800. 63 
May_______-__- |e 3a) SPS IG) Satie 90) bie “dul 27, 567, 115. 60 
Pee oe ee eee iene a eit Re ate eee SAMA SS Pf 13, 647, 084. 54 
I all ach nid wl Maca tees tires Ee ee Se, i EOL J 13, 582, 261. 91 
OL, San oe a po tte ee te eee ae a 66, 980, 262. 68 
SOW. BOOS. a pees. to em ree La Bes) | 20! 12, 863, 274. 23 
MUN EIU ches elke a tara ae e enh eee aetna Lee, _.. 217, 664, 582. 52 


1 In addition, on Jan. 18, 1945, there was a transfer to China of $1,399,947.99 which was 
delivered to the British authorities in exchange for gold in India for shipment thence to 
China. Also on Nov. 10, 1948, there was a transfer of $935,419.03 from the account of 
China under the 1942 loan to another account of the Central Bank of China with the 
Federal Reserve Bank of New York. Including these transactions, the total of gold acquired 
by China was $219,999,949.54. 

Data are from the Federal Reserve Bank of New York. 


* Diaries, V. 808, pp. 196-197, January 9, 1945 (exhibit No. 352). 
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Tasie II.—-Gold prices, sales, and receipts in China as per available data, 
1943-45 


SALES BY FARMERS BANK OF CHINA 






































| Free market price in Sales 
Chungking 
| Gee 2 ee A ae _| American gold 
Date } price per | | | hipments 
| ounce! | | Value in received in 
| | High | Low | Average | Ounces | United States} China 
| dollars, 
| j | approximate | 
i i he ee ie idl i ath a ae 
| eee yt 
1943—Septem ber. ...- | C$11, 200 db b}otioninel | thin beisheniniy C$12, 300 180 US$6, 300 - 
CET. nen! . - Me Aeqeeoune ~-|---------- 11, 680 415 | 14, 500 wei 
November. ...- pit OD iS cack |---------- | 13,000 5, 909 | 207,000 | US$8, 417, 084 
December_.....| 13, 000 pains |---------- | 14, 250 2, 896 | 101, 500 2, 070, 378 
Total. .......} -|----------|- s J 329, 300 10, 487, 462 
1944—January ......-.- &® 14, 000 $15, 500 C$13, 500 | 14, 000 6, 225 | 218, 000 
February -....- | 18, 200 21, 200 15, 200 19, 444 | 17, 258 605, 000 ee 
* eee LS ij hie lcahel b peteixh cadad 
SALES BY THE CENTRAL BANK OF CHINA 
ween 2 - er aor ery aa eee 
1944—March-........-. C$18, 500 | C$21, 000 | C$20, 000 | C$20, 242 31, 000 | US$t, 087, 500 / 
A at calbetioiaianed 18, 500 19, 500 18, 500 | 18, 650 17, 500 613, 000 | US8$1, 076, 979 
DEAT Sp cdtlionen 18, 500 19, 300 18, 800 18,880 | 58, 900 2, 062, 000 
teak tans aie minteeia 18, 500 19, 000 18, 800 18, 880 60, 500 | 2, 118, 000 ; 
¥ 
Re it nel K i } 18, 500 7, 500 18, 048 125, 500 | 4, 393, 000 | 1, 092, 814 
August........- 7, 500 23, 000 17, 500 19, 587 51, 400 | 1, 800, 000 }.- 
September 2. _- 19, 250 28, 000 17,500 | 22,577 150, 300 | 5, 260, 000 4, 493, 421 
October 4_____- 21, 000 24, 500 19, 000 22° 587 | 205, 000 | 7, 175, 000 | 2, 849, 323 
9 | 
November 2__. i oc = } 36, 600 24, 800 29,590 | 217,000 | 7, 600, 000 
December... -- | 24, 000 36, 600 31, 500 34, 619 91, 000 3, 185, 000 2, 949, 136 
,: | fee eplaahal a i ake : , 36, 116, 500 | 22, 949, 136 
1945—Januwary--.....-.- 24, 000 35, 600. 33, 800 7 34, “517. 295, 000 | 10, 325, 000 2, 926, 982 
February. -.--. 24, 000 39, 000 33, 700 36,000 | 354,000 12, 390, 000 | 
March ?._.._. { 24000 |} 60,000} 33,000} 44,188 | 509,000} 17, 815, 000 | 
April__.-...--- 35,000 | 83,000} 60,000} 75,140} 264,000| 9, 240, 000 | 
BOY 5. -<- peese 35, 000 82, 500 78, 000 80,920 | 306,500 | 12,775,000 
June ?.___.....- { 3 ony |} 185,000 | 88,800 | 121,870 | 467,000 | 16, 345, 000 8, 978, 866 
ee ee 170,000 | 225,000 | 167,000 | 198, 840 a) | (%) 40, 241, 306 
August.......-- 170,000 | 172,000 75, 000 115, 960 (?) | 1) | 37, 235, 985 
September 2. _ Sos } 89,000 | 50,000} 70,000} @ | (a 
October_.-..--- 89,000} 90,000} 82,500] 83,828) (3) | (3) 30, 488, 771 
November. .... 89, 000 100,000 | 86,000 91, 792 |... 
December....- poeaaa 89, 400 83, 500 84, 548 |. 
haha hep lns |— Sei inelanictiemtianiabons 
PON ss. vdes perenne } Siniwbiees ondeusweelunse | 114, 871, 910 





1 Prices in the Ist column through February 1944, are average prices per ounce realized by the Farmers 
Bank of China. Thereafter they are official prices of the Central Bank of C 
sold are in Chinese ounces or taels equal to 1.00471 standard Troy ounces. 

2 Official prices were changed on the following dates: July 16, 1944; Nov. 13, 1944; Mar. 30, 1945; June 8, 
1945; July 31, 1945; and Sept. 28, 1945. In September-November 1944, buyers were obliged to buy Chins 
Treasury notes for 10 percent and later 20 percent of the value of gold bought, until Mar. 30, 1945. During 
July 1945, until July 30 sales were suspended. e 

3 Not available. 


hina. Prices and amounts 


Mr. Morris. I think, Senator, it will not be necessary for Dr. Young 
to read it into the record. What with the Senate being in session today, 
Dr. Young realizes that we have to move as quickly as possible and, 
therefore, | Iam asking you to let it go into the record as it was prepared 
by Dr. Young. 

Now, I also have here, Senator, some statistics which are supporting 
data for the memorandum. I would like those described by Mr. Jona- 
than Mitchell, who has been working on this project for the Internal 
Security Subcommittee and who has been previously sworn, Senator. 
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Mr. Mircne.ti. The subcommittee has received from the Federal 
Reserve Bank of New York the record of shipments of gold made to 
China from September 28, 1943, through to February 2, 1947. This 
record of shipments gives their dollar value, the number of fine ounces, 
and the date on whol these shipments were received in Chungking by 
the Central Bank of China. 

Mr. Morris. Mr. Mitchell, those are the statistics that support the 
various statements that Dr. Young made? 

Mr. Mrrenenu. Yes, sir, they do. 

Mr. Morris. Senator, they may go into the record, may they not? 

Senator Burier. Yes. They will be made part of the record. 

(The documents referred to were marked “Exhibits Nos. 330 and 
330-A and are as follows :) 


Exursit No. 330 


Gold shipments from the United States to China under Public Law 442 ($500 
million loan to China), by months, 1943-47 * 


[United States dollar value at $85 per fine ounce] 


Date of arrival in China: 


1948 : 
UO a incites pecnh cerned nti cate iene tik cktpepiciticio .. $8, 417, 082. 59 
I vicctcdecnrcsinsiadetncinnntite i disediateaitae tient anes dais datiitetiiso tite 2, 070, 379. 18 
Ng ha peters aiteredabens debs oneal Rte cease aateliertesennis 10, 487, 461. 77 

1944: 
PRT U ceentiet-“ipnssniniincaiaeedcnllietchitassiaidiaminraianendlabaada adit strate iene baie 1, 076, 979. 02 
sclera tcenaictinaniinnscetanciscehicnraialiaindinishinigeieiecabibediabibiedsdesinmishli 1, 092, 813. 50 
I Ga echecrnpintbacentadpeiitinsinictnihannnmictlingiicuntnennns 4, 498, 420. 62 
Sins deineercticcumeumemacdh seid oee dee cinnamia amination 2, 849, 324. 77 
SO ih nish Binning aint hina Lei cbaans Getic __... 2,949, 186.11 
es Bn irihetstienaseth Ancttininn by aaliniintnacubiamitmmpencseinin ---. 12,461, 674. 02 

1945: 
DORE ini hci ead Bpitibi onan titenitintpainl ..._ 2,926, 982. 00 
DOD bast Miiccsstc cnteint AR ccccc citi ba hints Mlittnitininblbda hia techdlacremrinn 3, 978, 866. 05 
DI cicinEtncniunermeildiinne sareiediladiiaclinasiencapiciltnleihliin aisha ilies ipip-eniapigectcives 40, 241, 305. 76 
DEE ib ctchtcntin intimated nepal anttlialiiomen 37, 235, 985. 48 
I scntecictichiessanrisinacipthigtigeisip lat Menictaiitahs ipa dadttbnmadine 30, 488, 770. 53 
i Rca ssestesessceclensslenihedanipdin ceimtomneidi acc dan can tii 114, 871, 909. 82 

1946 : 
I ait eciictss tales idniaten adelante aiihaiallintetsciatagittinkib einige 12, 183, 800. 63 
IT a ccinasssinettinpn alana iad ity la ech eliapchcei tite et, aA a AN ce anh 27, 567, 115. 60 
PIII ii sasctacen in tancigeceaioeiiniadestenetierinanhdliipeimatanaaiepinbecedimedidiiiaanelie-<imemgoccins 13, 647, 084. 54 
DONG i Eira itn aclintianlcipiipae tian alist SB ichBikiien tata 13, 582, 261. 91 
Pes ances sinning i einen cp lhe ade a i oa an 66, 980, 262. 68 
ees A a eh a ere i A a eG i oo 12, 863, 274. 23 
SO I iain th i is onic dit eetin aay het atin cies 12, 863, 274. 23 
IIE SION Bs csecn-cisenstusnentnsenipionieicnlemansaletenladeiabiah dbcnedngnen es puan cutee 217, 664, 582. 52 


1In addition, on Jan. 18, 1945, there was a transfer to China of $1,399,947.99 which was 
delivered to the British authorities in exchange for gold in India for shipment thence to 
China. Also on Noy. 10, 1948, there was a transfer of $935,419.03 from the account of 
China under the 1942 loan to another account of the Central Bank of China with the 
Federal Reserve Bank of New York. Including these transactions, the total of gold 
acquired by China was $219,999,949.54. 


Data are from the Federal Reserve Bank of New York. 
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Exursit No. 330—-A 
Gold prices, sales, and receipts in China as per available data, 1943-45 


SALES BY FARMERS BANK OF CHINA 




















Free market price in Sales 
Chungking 
Rf) a ny ce al American gold 
Date price per | | shipments 
ounce ! | Value in received in 
| | High Low Average | Ounces |United States China 
doll ars, 
| | approximate 
— _ = - | ! —_ 
1943—Septem ber. __._| | C$11, 200 | eae aed ._| C$12, 300 180 US$6, 300 
October_....... | 11,300 eA eae eee 11, 680 415 14, 500 |.. vee ae 
November... _- Ns a 13, 000 5, 909 207, 000 US$8, 417, 084 
December__----] 13,000 [22222-2222 2222oo 222 14,250} 2, 896 101, 500 2, 070, 378 
is hi auchiiedle daleeahincintedl shaeibaae 4 dist anbaiemenbate 
ea ee ee Se 2 eee | Bea 329, 300 10, 487, 462 
1944—January........ 14, 000 | C$15, 500 | C$13, 500 14, 000 6, 225 218, 000 
February _....-| 18, 200 21, 200 | 15, 200 19, 444 17, 258 605, 000 


SALES BY THE CENTRAL BANK OF CHINA 


Fdetws losis, 500 | C$21, 000 | $20, 000 | ($20, 242 | 31, 000 | US$1, 087, 500 





























ei castes | 18,500} 19,500|} 18.500] 18,650| 17,500 613,000 | US$i, 076, 979 
WONT ss an och arch ot | 18,500 19, 300 18, 800 18,880 | 58,900 | 2, 062, 000 
June.......-...| 18,500 19,000 | 18, 800 18,880 | 60, 500 2, 118, 000 
5 } 
Fett 5c. { 7 i } 18,500} 17,500| 18,048} 125, 500 4, 393, 000 1, 092, 814 
August .__...... 17,500 | 23, 000 17,500 | 19,587 | 51,400] 1,800,000 |_. — 
September ?....| 19,250 28, 000 17, 500 22,577 | 150, 300 5, 260, 000 | 4, 493, 421 
October ?___._- 21, 000 24, 500 19,000 | 22,587 | 205, 000 7, 175, 000 2, 849, 323 
November *....{ 31-000 |} 36,600} 24,800} 29,50 | 217,000 | 7, 600, 000 | 
December... -- 24, 000 36,600 | 31, 500 34, 619 91,000} 3, 185, 000 2, 949, 136 
coed ci Bs ee te a, ae 
Pe whondietcne+ancihedapeie’ Bins ats . | 36, 116, 500 | 22, 949, 136 
1945—January....___- | 24,000} 35,600} 33,800| 34,517| 295,000| 10, 325, 000 2, 926, 982 
February......| 24,000 39, 000 33,700 | 36, 000 | 354,000 | 12, 390, 000 
March *.._...__if 24, gon | 60,000} 38,000} 44,188 | 509,000 | 17, 815, 000 
April__. .--| 35,000} 83,000} 60,000] 75,140 | 264, 000 9, 240, 000 | 
BEOF ne cs-55-< 35, 000 82, 500 78, 000 80,920 | 306,500 | 12,775,000 
June *.........{ 3-000 |\ 185,000 | 88,800 | 121,370 | 467,000 | 16, 345, 000 3, 978, 866 
July ?_.....-...| 170,000 | 225,000 | 167,000 | 198, 840 (3) 40, 241, 306 
August.........} 170,000 | 172,000} 75,000 | 115, 960 oo | @ 37, 235, 985 
September *._..|{ 12000 |} 9,000 | 50,000} 70,000} — @) a, 
October. ___... 89, 000 90, 000 82, 500 83, 828 (?) (3) 30, 488, 771 
November _ - --- 89,000 | 100,000 86, 000 re 
POGUE... 5. dacciseccce 89, 400 83, 500 84, 548 | 
Total........| Bese Oecd | - | 114, 871, 910 
' 





! Prices in the 1st column through February 1944, are average prices per ounce realized by the Farmers 
Bank of China. Thereafter they are official prices of the Central Bank of China. Prices and amounts 
sold are in Chinese ounces or taels equal to 1.00471 standard Troy ounces. 

? Official prices were changed on the following dates: July 16, 1944; Nov. 13, 1944; Mar. 30, 1945; June 8, 
1945; July 31, 1945; and Sept. 28, 1945. In September-November 1944, buyers were obliged to buy Chinese 
Treasury notes for 10 percent and later 20 panene of the value of gold bought, until Mar. 30, 1945. During 
July 1945, until July 30 sales were suspendec 

3 Not available. 


Mr. Morris. Generally, Dr. Young, the fact of the matter is that 
China did not, as a matter of fact, receive the gold that it expected to 
receive during this period and that failure to receive the a was a 
cause of inflation. 

Mr. Young. Well, there was a definite foot-dragging on the part 
of the Treasury in the shipment of the gold to China, and the delays 
in shipment proved very embarrassing because the gold began running 
out and the Chinese Government had no option but to sell for forward 
delivery which was not nearly as satisfactory as selling spot gold. 
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As a result of that, it was unable to control the black market or 
the free market, I should say, for gold, because it had no gold to sell 
in the free market for spot gold. It could only sell forward. 

Mr. Morris. Dr. Young, at that time were you concerned with the 
so-called White plan for an International Monetary Fund? 

Mr. Youna. I was. That was first received in China along with 
the British plan prepared by Lord Keynes in the early part of 1943. 
That plan was referred to me by the Chinese Government and, along 
with others, we had many conferences on the subject. We pr epared 
some counterproposals. We thought that both the White plan and 
the Keynes plan were lacking in meeting the situation of China and of 
other countries whose finances had been disrupted by invasion and war. 

So, the genera! line that the Chinese Government took in these 
negotiations, which was based on my recommendation and the recom- 
mendations of others concerned, was that those plans ought to be 
amended so as to be better adapted to the finances of the countries that 
had suffered so severely from invasion. And we pressed that through- 
out. 

The Chinese Government, through the Chinese Ambassador, sub- 
mitted a full statement on this subject suggesting that the plan should 
be amended to give more elasticity, and as far as we could see, that 
received no consideration whatsoever by the Treasury. 

We did, however, follow up the matter at the Conferences at Bretton 
Woods, and at the Bretton Woods Conferences we did succeed in get- 
ting some modifications into the agreement before it was finally con- 
cluded, which were much more flexible, so-called transitional meas- 
ures, and that made it more flexible so that countries like China that 
had suffered severely from the war would have a period of time to 
rehabilitate their finances, if they could, and then go into the fund 
with stable rates of exchange. 

But, in short, we felt that a country that suffered from extreme in- 
flation could not move right away into stable rates of exchange with- 
out going through a period of financial rehabilitation, and we felt that 
financial rehabilitation was a necessary prerequisite to the proper 
operation of these funds. 

Senator Butter. Doctor, are you qualified to testify in connection 
with the dragging of the feet generally by the United States Govern- 
ment at that period in the shipment of materiel and other supplies? 
Do you know anything about that ? 

Mr. Youne. I have a general knowledge of that. 

Senator Butter. How did you gain that knowledge? 

Mr. Youna. Because I was adviser to the Chinese Government at 
that time. 

Senator Butter. Were you on the grounds? 

Mr. Youne. I was, at the same time, also a director of the China 
National Aviation Corp., which was flying in supplies. 

Senator Buriter. What was your experience in connection with the 
supplying of the Chinese Army and the needs of the Chinese Nation- 
alist Government at that time by the United States Government ? 

Mr. Youne. We were the last on the list, in China, unfortunately. 
The general war strategy which was devised by the top people on the 
allied side was that preference should be given to Europe. And after 
that, of course, came Asia a long way back, the Pacific war and so 
China unfortunately did not get as many supplies i in this early period. 
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I wouldn’t feel qualified to quarrel with that basic strategy, but I did 
feel at the time, I recall, that it was unfortunate that China was not 
better supplied than it was, and also I can recall very well that when 
I was in Washington at different times during the war, I made it my 
business, almost to the extent of sticking my neck out, to urge on the 
War Department and the State Department that it was highly impor- 
tant to have a landing in China at the earliest possible date for morale 
purposes, and to try to check the disintegration that was taking place 
there. 

Also, as early as 1941, I had taken some informa] steps, as far as I 
had any right to do so, to urge the defense of Burma in order to main- 
tain a lifeline to China. 

So, to that extent, I did have knowledge and relation to the situation. 

Mr. Morris. Did you write any confidential memorandum about 
this international monetary proposition ? 

Mr. Youne. Well, I made a memorandum in the summer of 1943, 
in connection with the Chinese Government’s consideration of this 
matter, which stated the views that we had arrived at, in our confer- 
ences there, on the general lines that I described, stressing monetary 
rehabilitation as a prerequisite to financial stabilization. And I have 
that document here. It is at the disposal of the committee if the com- 
mittee wishes it. 

Mr. Morrts. I would like to have it. 

Senator Butier. I would like to have that, Doctor. We will make 
it a part of the record. 

Mr. Youne. I am very happy to put this in the record, Senator. 

(The document referred to was marked “Exhibit No. 331” and reads 
as follows:) 

Exuinit No. 331 


(Memorandum of July 20, 1948, by Arthur N. Young, former financial adviser 
to China, on the international monetary plans (White and Keynes plans) :) 


THE INTERNATIONAL MONETARY PLANS 
Jury 20, 1943. 

I have very carefully studied the American and British international mone- 
tary plans, not only from China’s standpoint, but also in their broader aspects. 
In the light of such information as is available, my views are as follows: 

1. Neither plan adequately recognizes the need for monetary rehabilitation as 
preliminary to longer-term stabilization. Many of the world’s monetary systems 
have suffered grievous injury as a result of the war—some (such as China’s) 
more so than others. I am, of course, sympathetic with the desire for the earliest 
possible exchange stabilization. But, for many countries, the establishment of 
more or less definitive exchange rates is not the beginning of the proceedings. 
It is, rather, a chief aim of the first stage; namely, internal financial rehabilita- 
tion. It is not realistic to seek exchange stability by making an agreement fixing 
rates of exchange that purport to be definitive, without giving due regard to 
whether conditions will permit the rates to be maintained. The basic thing 
is the fundamental financial condition of the individual nations, 

2. Repair of the serious intangible damage to injured monetary systems is a 
need guite analogous to relief and repair of war devastation—though infinitely 
more difficult. It will require an all-out effort by the respective countries in a 
period of exhaustion and psychological reaction. Most of these countries will 
have to draw upon external resources to bolster their public finances during a 
transitional period of monetary rehabilitation. Insofar as they themselves do 
not have adequate external resources, the further provision they need is, in 
theory, essentially of the same kind as provision of relief. It is to be hoped that 
such further needed resources can be provided on lease-lend terms, as part of a 
comprehensive program of internal and external measures for each country that 
finds itself in this position. 
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3. Sound theory requires that the resources of any permanent international 
monetary organization be used as a regulator fund, to aid in maintaining longer- 
term stability. If the resources intended for this purpose have to be expended 
to aid in achieving stability, the fund is bound to be depleted and there will be 
disappointment and frustration. Countries will be wrongly blamed for dissipat- 
ing resources which, if no other provision exists, they are bound to use for the 
inescapable needs of monetary rehabilitation. 

4. Clearly the solution in the case of many war-smitten countries is frankly 
to recognize a transitional period of monetary rehabilitation. But purely mone- 
tary measures are not enough. The program for this period must include relief, 
repair of devastation and restoration of productivity—as well as such financial 
measures as curtailment of military and civil expenditure, rebuilding of the 
revenue system, debt readjustment, price stabilization, reform of monetary and 
banking conditions, and improvement of the international balance of payments. 
For many countries, until these problems are more or less in hand, the fixing of 
definite exchange rates is putting the cart before the horse. Rates are likely 
to be crystallized at which international balances of payments cannot attain 
equilibrium ; and either external resources will be drained away or countries will 
be driven to protect these resources by measures of exchange control which will 
hamper economic recovery and retard the return of confidence.’ After countries 
have restored a considerable degree of internal financial stability there will be 
a chance to work a longer-run system on the lines of these two plans. The world 
badly needs such a system, but the difficulties are great, and it would be a pity 
if the longer-time system were jeopardized by expecting it to start operating as 
a whole from scratch. 

5. At an early date, perhaps very soon after end of the war, the United States 
and Great Britain, and possibly some other countries, may be ready to agree 
upon stable rates of exchange among themselves and thus to commence the opera- 
tion of a longer-term system. It is very desirable that they do so, in order to pro- 
vide a nucleus of stability. Thereafter other countries could move from the 
transitional arrangements into the longer-term system. This would be far better 
than to expect either the American or British plans as they stand to meet the 
demands of the transitional period. Of course, in the long run, it may be that a 
large part of the world would become indebted through the proposed organiza- 
tion to the United States and perhaps to some other countries. But this is less 
likely to develop suddenly, and might be avoided or corrected: (a) if a sound 
scheme is devised and carried out for the transitional period; (b) if proper 
arrangements can be made to promote greater freedom of trade, control of basic 
commodities, and international capital investment; and (c) if proper interna- 
tional measures are adopted to maintain peace. 

6. The procedure herein proposed would give opportunity and encouragement 
for stability. But,in the long run, the possibility of a properly working inter- 
national monetary system depends largely upon the internal monetary policies 
of the various countries. Every country in the world now has a managed cur- 
rency, and, despite any nominal link with gold, this condition is likely to continue. 
The stability of rates of foreign exchange will depend upon whether the various 
countries deliberately try to keep their policies of currency management moving 
substantially parallel. In other words, if one or more countries are following 
inflationary policies, or if most of the countries should have an inflationary 
tendency but some were inflating at a greater rate, balances of payment would 
soon get out of equilibrium. A great virtue in having an organization such as 
these plans contemplate is that it would help to bring about a common policy, 
There would be time and opportunity for individual countries to change policies 
that were putting them out of line with the rest of the world, that would 
adversely affect other countries, and that, in the long run, would not bring real 
benefit to the countries themselves. 

7. As is clearly recognized by the authors of the two plans, the success of 
any scheme will be much affected by the degree of success in devising effective 
international arrangements for relief and economic rehabilitation, expansion of 


1The idea in the British plan (par. 33) of controlling capital movements but giving ‘“‘a 
general permission * * * to all remittances in respect of current trade,” which also seems 
implicit in the American plan, is, I believe, impracticable for ounces application. China’s 
experience shows that a half-way Measure, short of general exchange control, will not 
work. The permission of current trade would give a ae for flight of es e. £; 
through exporting goods and leaving the proceeds abroad. Also there could be a flight 
from the currency by over-importing staple goods for hoarding. 
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international trade, regulation of basic international commodities, and inter 
national investment. 

8. The existence of difficulties, of course, does not mean that creation of a 
comprehensive monetary scheme should not be tried. On the contrary, the need 
for it is very great, as the authors of the two plans have clearly proven. But 
it should be realistic, and should not expect too much in the early stages from a 
world that, financially speaking, will be very sick. The line of progress, | 
believe, is both to consolidate at the outset such exchange stability as can be 
soundly established, and gradually to enlarge the area of stability by measures 
that will promote the recovery of other countries to the point where they can 
take their places in a general system of stable exchanges. 

Mr. Morris. Did not this failure to deliver the gold, or this feet 
dragging delivery of gold, have a disastrous effect on the fiscal, and 
therefore, the national survival capacity of the Chinese Government ? 

Mr. Youne. Well, I felt at the time, and I still feel, Judge Morris, 
that the foot-dragging at that point did have a serious effect in aggra- 
vating the inflation. The inflation became very acute just at that 
period. The lack of gold was not the only factor but, at the same 
time, if the gold had been there, we could have made a much more 
serious effort to try to control the situation. 

Whenever gold arrived, when it was shipped from the United States, 
when it arrived in India, when it arrived in China, each of those 
stages was reported in the press and had an effect of bolstering con 
fidence, but. obviously, when the Chinese Government had no gold 
deliveries in spite of its commitments, in spite of the feeling that 
it had a promise from the American Government to send it, there 
was a feline of lack of American support and consequently it was 
one of those intangible things but undoubtedly had an effect in hurt 
ing the confidence and in stimulating the financial deterioration that 
was taking place. 

We did our best to convince the American authorities to send this 
gold, but we had no success in spite of their commitments until Dr. 
Soong came over here in about the latter part of April 1945, I think 
it was. He came from the San Francisco Conference to Washington 
especially to plead this matter with Secretary Morgenthau. He did 
so and succeeded in convincing Secretary Morgenthau that the gold 
should be sent, but that was very late. 

Mr. Morris. One more question. 

Did not the subsequent monetary chaos have a part in the later 
Communist victory ? 

Mr. Younce. Well, it undoubtedly did. The financial deterioration 
of a government is a very serious thing from the point of view of the 
effect on the morale of the nation as a whole. Of course, there are 
many factors that entered into that, but certainly, the deterioration 
before the end of the war could have been checked somewhat—how 
much, it would be only speculation to say—had the gold been received 
promptly as desired and requested by the Chinese Government. 

Mr. Morris. Senator, I have no more questions, but I would like the 
record to show the very extensive study that Dr. Young has made in 
connection with the Morgenthau Diaries as they have been made 
available to him from the records of the subcommittee. 

You have been working for 3 or 4 weeks on them, have you not? 

Mr. Youne. Yes, sir, I have. 
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Senator Burier. It is my understanding that the memorandum 
= Dr. Young has filed and the supporting data are a result of that 
study. 

Mr. Morris. Right, Senator. 

Mr. Younea. That is correct, Senator. 

Senator Butter. Dr. Young, I am very grateful to you for the 
work that you have done and I certainly want to thank you very 
much for coming here and giving us the time and giving us this 
testimony. 

I also want to say that I am tremendously shocked, after hearing 
your detailed testimony, supported as it is by the Morgenthau Diaries, 
about the role that Harry Dexter White and Dr. Chi and Dr. Ludwig 
Rajchman, all of whom are now Communists, played in this very, very 
sad story that you have told us this morning. It is really very shock- 
ing and I would think it would be shocking to any American. 

Mr. Youne. Well, Senator, I have tried to tell the facts as I know 
them and as I found them in these papers. I, of course, have no in- 
formation, beyond what I have stated, about the motives of any of 
the individuals who were concerned with this. 

Mr. Moris. We understand that, Doctor. Thank you very much, 
sir 


Senator Burter. The subcommittee will stand in recess subject to 
order of the Chair. 


(Whereupon, at 12:40 p. m., the subcommittee recessed, subject 
to order of the Chair.) 


(The following excerpts from the Morgenthau Diaries are referred 
to in footnotes of Dr. Arthur Young’s paper on China and Gold, 
1942-45, which is published elsewhere in this publication. They are 
among the Morgenthau documents ordered into public record at this 
hearing, and are marked “Exhibits 332 through 352.”) 


Exursit No. 332 
[ Vol. 666, pp. 177-180] 


TREASURY DEPARTMENT, 


September 22, 1943. 
INTEROFFICE COMMUNICATION 


To: Secretary Morgenthau. 
From: Mr. White. 
Subject : Some matters before us that I should like to call to your attention. 


1. Determination of the French franc rate——The British and the Army are 
pressing us for our recommendation as to the franc rate and the type of cur- 
rency to be used by the Allied forces upon invading France. We have been dis- 
cussing the matter at some length within the Treasury and we are now ready to 
submit our recommendations for your consideration. McCloy has called a meet- 
ing for Friday morning with State and the British participating. I should very 
much like to discuss the matter with you before that meeting. 

2. The Army is also pressing us for recommendations with respect to similar 
matters in Belgium, Holland, Norway, and Greece. We are ready with our 
recommendations on those too but if you do not have time to discuss them we 
ean, I believe, get McCloy to postpone discussion of those particular points. 

3. Renewal of the $50 million Chinese stabilization loan.—We have had a 
number of conferences with the Chinese delegation on this matter. The provi- 
sions in the earlier stabilization loan which the Chinese now want changed are 
not as drastic as they had led us to believe and we should find no difficulty in 
coming to an agreement with them. However, we have serious doubts whether 
we ought to renew the agreement with the present official dollar-yuan rate 
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being so much out of line with its real value. We should like to discuss our 
recommendation with you soon inasmuch as the Chinese are pressing us for a 
’ decision. This matter, however, can wait until next week. We may even be 
able to postpone it until you return. We would like to stall as long as possible 
but don’t wish to do so until we have discussed the matter with you inasmuch as 
the Chinese are pressing us for action. 

4. The Dutch request for lend-lease of silver coins for the Netherlands remains 
unsettled but both the Army and the Dutch Government are pushing us.—I think 
that we are rather in a weak position to refuse the Dutch request and I should 
like to raise this question with you again. We have, upon investigation, found 
that they are asking for more silver than they have ever had in circulation. In 
our last discussion with them they agreed that 17 million ounces would be ade- 
quate instead of the 45 million they originally requested. The Army is leaving 
this decision wholly to us but the time has arrived when we have got to say 
either no or yes. 

5. International Bank Proposal.—We have had a number of extended confer- 
ences on the international bank plan proposal and are making more progress 
than I expected and are finding the task of agreement among the various tech- 
nicians easier than I had expected. I believe now that it is desirable to have a 
meeting with the Congressionai committees certainly before you go and to pre- 
sent to them the Bank Plan though the discussion at the meeting can encompass 
both the revised Fund Plan and the Bank. 

There are two hurdles which must be crossed if possible within the next few 
days: (1) Calling of your Cabinet Committee—Eccles, Crowley, Jones, and 
Berle to approve the plan as a committee, (2) get the President’s approval to 
inform the Congressional committees of the tentative proposal and to send it to 
the respective Ministers of Finance as an unofficial technical proposal for their 
consideration just as we did with the International Stabilization Fund proposal. 

We are having our final meeting of the technical committee this afternoon 
and I am hoping you can arrange for a meeting with your Cabinet group Friday 
afternoon if possible, if not, Monday or Tuesday morning of next week. 

If you obtain the green light from the President on the Bank Plan we propose 
to print copies of the plan with a foreword from you which we are preparing 
similar in character to the pamphlet on the International Stabilization Fund. 

6. Conferences on the International Stabilization Fund proposal.—We have 
had several conferences with Keynes and two formal largely attended meetings 
with the British delegates. I think that we can meet their counterproposals on 
some of the points they raise and partly meet their suggestions on other points 
but I feel that there are two important points upon which we cannot go along with 
them. We are still discussing the matter and I should like to discuss the matter 
with you as soon as the first phase of our discussions is over. 

We have completed a draft of a sizable booklet of Questions and Answers 
relative to the Stabilization Fund. We are designing the booklet for technical 
experts and we should like to print them using a short foreword from you which 
we are preparing. 

We are preparing a draft of a statement you may wish to make before the ap- 
propriate Senate and House Committees on both the Stabilization Fund and the 
International Bank. 

7. British reciprocal lend-lease of raw materials.—You have received a reply 
from the British Chancellor to your communications with respect to the proposal 
for reciprocal lend-lease of raw materials. On the whole they accept our counter- 
proposals to their original suggestion. However, it is doubtful whether in prac- 
tice the mechanism which the British wish to use will work smoothly. Repre- 
sentatives of OEW are now engaged in discussions with the British to see whether 
the mechanism suggested by the British will work satisfactorily. If the OBW 
is satisfied with the results they think they can obtain, there still remains the 
task of successful negotiations with the Indian, Australian, and South African 
Governments. These are being initiated but a successful outcome does not look 
very promising. 

8. British International Dollar Position.—The British Government has sub- 
mitted a memorandum of their international dollar position with a view to con- 
vincing us that we ought to let their gold and dollar balances continue to increase. 
They regard this memorandum as very important. We are having another 
meeting soon of the committee on this British position and unless I hear to 
the contrary from you I am taking the position you outlined a month ago, namely, 
that we must cut down their dollars unless the President orders otherwise and 
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that you will not raise the question with the President unless the State Depart- 
ment or Lend-Lease specifically requests us to do so. 

9. Saudi Arabia.—The State Department has requested us to take up with 
the British the problem of the joint handling of the Saudi Arabia monetary ar- 
rangements which up to now was being dealt with Saudi Arabia and the British 
Government. We have conferred with the British on this matter and they are 
agreeable to the proposal and are going to give us information as to what they 
have done so far. I should like t discuss the matter with you when we have 
any definite recommendations to make. 

10. Gold Sales.—We are now engaged in rather extensive operations of selling 
gold in Iran, Iraq, Egypt, Syria, Palestine, and India. Hitherto we have paid 
in local currency in line with our regular policy. From now on we shall be buy- 
ing currency at rates lower. In each case we have made the arrangements with 
the appoval of the particular Government involved. It involves about $20 million 
sale of gold to those areas in the next three months and the amount is likely 
to grow if our activities in the Middle East and India increase. Mr. Bell has 
approved these gold transactions. Though the totals are not large compared 
with our gold holdings they do represent increased holdings of gold in those 
areas by individuals rather than central banks, gold which you felt was desir- 
able at this time. 

11. Shipments of gold to China.—China has asked us for $50 million worth of 
gold in accordance with your promise to make the gold available. I have taken 
the position that the gold is available as rapidly as they can ship it. We have 
arranged to ship from one to two tons a month by Army Air transport. 

The Chinese have asked us to arrange with the British if we could for China 
to get gold either in India or South Africa in exchange for gold or dollars that 
we would give the Indian or South African Governments in New York. The 
British Treasury reported that they have made the request and that that could 
not be arranged either for India or South Africa. The Chinese asked me to make 
a similar request of the Russian Government which I have via ‘Gromyko. 
Gromyko has not yet given me an answer. 

The Mint has made a request to the Chinese that the design for a large gold 
coin use the United States Mint on one side and the Chinese engraving on the 
other. These designs have been forwarded to Chungking for possible approval. 

12. Looted Gold—I have not heard from you with respect to your reaction 
to our proposal for a public Treasury statement on the purchase of possibly 
looted gold. If favorable action is to be taken on this matter it should be done 
within the next few months. 

13. Canadian Dollar Position—The Army pressed us for approval of the can- 
cellation of $86 million worth of Canadian contracts designed to reduce Canadian 
balances to replace the Army calling for resale to Canada of $50 million worth 
of armaments. We have already approved the latter arrangement but the Cana- 
dians reversed themselves and our Army agreed with the Canadian’s reversal. 
The Army claimed that the delay in our approval would cost us a million to $2 
million. I took the matter up with D. Bell and he approved so we gave the Army 
our approval last Saturday. 

14. Release of McDaniels blocked sterling—The British informed us that 
McDaniel is not the legal owner to the blocked sterling he wanted us to get re- 
leased for him. McDaniel claims that he filed evidence of his legal title with 
the State Department. We are checking with the State Department and will 
discuss the matter with you before taking any further action with the British. 





Exutsit No. 333 
{Vol. 668, pp. 68-69] 


Memorandum for the files. 
MEETING IN THE SECRETARY’S OrFice, SEPTEMBER 29, 1943, 11:45 A. M. 


I informed the Secretary that there were four points raised in a memorandum 
to him dated September 22, 1948, which were pressing and required a decision 
from him, as follows: 

1. The renewal of the $50,000,000 stabilization loan to China. I explained 
the predicament we were in with respect to the renewal at the present 
5-percent rate and stated that we in the Treasury were agreed that we 
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should not renew a stabilization agreement until the prevailing official rate 
of exchange more closely approximated its real value. I pointed out that 
we would be getting into increasing difficulties if we took a step which 
purportedly helped to maintain so artificial a rate. 

The Secretary agreed. I said that after consulting with the State Depart 
ment I should like to inform the Chinese of our views on that matter. I 
said that I thought that they would act unfavorably to it but I did not see 
any alternative that we have. The Secretary agreed and said go ahead. 

2. I then raised the question of satisfying Kung’s cabled request that we 
earmark $200 million of gold out of the amount remaining from the $500 
million (paragraph 11 on page 4 of the memorandum). I said that I thought 
that we ought to be tough with the Chinese on the question of earmarking 
$200 million of gold for gold sales which they could not make before the 
gold could be shipped to them. The Secretary agreed. He said that he 
thinks that we should be tough in this matter and he told me to go ahead 
and let them have the gold only as rapidly as it conld be shipped and sold 
in China. 

8. I again raised the question of lend-leasing silver coins to the Dutch 
Government (paragraph 4 in the memorandum). The Secretary gave his 
appoval to our recommending that the 17 million ounces of silver be lend- 
leased. 

4. I stated that the British dollar position would not be significantly 
altered by the reciprocal lend-lease arrangements now being negotiated, 
that by the end of the year they would have over a billion and a half 
dollars, though the British claimed some offsetting liabilities of several 
hundred million. I thought that the time had come to take a strong posi- 
tion to reduce the lend-leasing of nonmilitary goods, if we were to follow 
out the recommendations we had made to the President, and the President 
approved last year. I suggested the Secretary call Mr. Crowley and arrange 
a meeting to discuss the matter. Secretary said that it will have to wait. 
I said that if we do not take it up this week it will probably have to wait 
amonth. He said that was all right, it could wait. 

H. D. WHITE. 


EXHIBIT No. 334 
[Vol. 682, pp. 83-88] 


CHUNGKING, 
Dated December 1, 1943. 
Rec’d 9: 42 a. m., 2nd. 


GM: This telegram must be paraphrased before being communicated to anyone 
other than a Governmental agency. (BR) 


SECRETARY OF STATE, 
Washington. 
2297, December 1, 9 a. m. 
To Secretary of the Treasury from Adler. 
Weekly economic. 
Section One. 

One. Chungking prices: September wholesale general 17,140, food 10,660, retail 
general 13,330, food 9908; October 18,030, 11,350, 14,320, and 10,710. Increases 
from August to October 9, 7, 14, and 18 percent, respectively. Average of retail 
price indices of loading cities August general 15,450, food 13,020; September 
16,190 and 14,280. Apparent decline in rate of increase in prices due to ade- 
quate harvest, good military news from other theatres, tighter money policy of 
banks partly associated with selling out of United States dollar backed certifi- 
cates and bonds, and favorable psychological effects of announcement of govern- 
ment purchase of gold from the United States. Since imposition of Chinese 
National currency three dollars per catty war time surtax on salt on October 1 
price has risen from $6.30 to $9.60 per catty. 

Two. October payments of board to Central Bank under November 1 agree- 
ment: United States dollars 1,817,000, sterling 170,000. Central Bank’s receipts 
of foreign exchange granted “special’ rates from May to August United States 
dollars 6,483,000, sterling 681,000. 
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Three. Kunming black market rates November 20 United States dollars 84, 
Indian rupees 31. United States dollar backed savings certificates now selling 
at 53 per United States dollar if due and 37 if maturing on August 4, 1944. 

Four. Selling price of gold per Chinese ounce highest in Kunming and Chengtu 
where it is over Chinese National currency 12,000. It is $11,500 in Chungking 
and lowest in Heng where it is over 8,000. 

Five. Receipts from land tax in kind of 34.8,000,000 piculs and from compulsory 
purchases 31.2,000,000 up to October 15 or a total of 66,000,000, which is slightly 


above estimates. Szechwan accounted for about 4%, Huanan for %, and Kiangsi 
for yy of total. 


GAUSS. 


CHUNGKING, 

Dated December 1, 1943. 
Rec’d 12:21 a. m., 2nd. 

EAK: This telegram must be paraphrased before being communicated to anyone 

other than a Governmental agency. (SG—00) 
SECRETARY OF STATE, 
Washington. 
2298, December 1, 10 a. m. 


One: Kung wrote to their man November 23 instructing board to stop purchase 
and sale of foreign exchange from November 30 and informing him that business 
previously transacted by board will in future be handled by Central Bank and 
Exchange Control Commission. Understand latter body is being organized with 
Kung as chairman, K. P. Chen (if he will accept) and Okyui as vice chairman, 
Jianchen, Pei, Kwok, and Tai of Ministry of Finance as members, and Dr. C. J. 
Chi as General Secretary. 

Two, Board at meeting of November 29 decided to wind up its affairs subse- 
quent to receipt of instructions from Kung. From Adler to Secretary of the 
Treasury. Re your 1690, November 24, some doubt existed at meeting as to 
whether affairs could be wound up by year end and I’m accordingly suspending 
judgment as to date of resignation until matters clearer. 


Gauss. 





[Declassified : Treas. Itr. 11/3/55] 


CHUNGKING, 

Dated December 1, 1943. 
Rec'd 12 a. m., 2d. 

KEM : This telegram must be paraphrased before being communicated to anyone 

other than a Governmental agency. (SC-00) 

SECRETARY OF STATE, 

Washington. 
2299, December 1, 2 p. m. 


One. Notes in circulation September CN 60,450,000,000, October CN 64,377,- 
000,000. Increase from August to October (*) 14 percent. 

From Adler to Secretary of Treasury, (section Two of Embassy's 2297). 

Two. Details with regard to sell out of United States dollar backed bonds pub- 
licly announced end of October obscure. On October 12 Y. C. Koo informed me 
that subscriptions for bonds totaled United States 18,000,000 and amount 
actually bought United States 11,000,000. On October 13 rumor got out that 
Government was about close sales and there was a rush to buy. On October 15 
sales ceased. According K. K. Kwork entire issue was sold out. According to 
Kung entire issue of bonds was sold out but an amount in neighborhood of United 
States 30,000,000 was being held presumably by Central Government—for purpose 
rehabilitating finances of certain provincial governments but he did not want 
this news to get out lest he be deluged with appeals from other provincial gov- 
ernments. 

Three. Budgetary revenues April t> September CN 2,040,000,000 of which reve- 
nues from taxation accounted for 572,000,000 (pecuniary valuation for receipts 
from land tax in kind is inexplicably small) monopolies 373,000,000, miscel- 
laneous revenues 53,000,000 and unclassified 1,042,000,000, Expenditures in same 


(*) apparent omission. 





SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 1989 


period totaled 15,485,000,000 of which military expenditures accounted for be 
tween 60 and 66 percent. Okyui informed me on November 26 that expenditures 
for 1943 would total 50,000,000,000 while revenues would be less than 20,000,- 
000,000 ; preliminary estimates for 1944 are expenditures over 70,000,000,000 and 
revenues over 30,000,000,000. 

Four. Mr. Kwok informs me that government is selling small amounts of gold 
through agents in Chengtu, Kunming, Chungking, Kweilin, Kweiyangsian and 
Hongyang. Sales heaviest in first 3 towns and least in last; gold being sold in 10 
and 20 Chinese ounce bars to jewelers and hoarders. Net sales in last 2 months 
include among originally held in China before recent imports, i. e., under 50,000 
ounce and small part of gold newly flown in. But government is chary of push- 
ing down price and is both buying and selling to control market. 

Five. Learn from reliable source that China and United Kingdom have agreed 
that part of sterling 50,000,000 coin be allocated to a hydro-electric project near 
Kunming. 


Gauss. 


Exursit No. 335 
[Vol. 685, pp. 24-31] 
DeEceMBER 17, 1943, 4: 30 p. m. 


LOANS TO CHINA 
Present: Mr. Glasser 
Mr. Bernstein 
Mr. Lipsman 
Mrs. Klotz 


Mr. BERNSTEIN. Mr. Secretary, this is Mr. Lipsman. 

H. M. Jr. How do youdo. This is Mrs. Klotz and Mrs. Dickinson. 

Do you speak Chinese? 

Mr. LipsMan. No, sir. 

H. M. Jr. Somebody around here has to speak Chinese. 

Well, the President thought this was important enough to give me one of his 
few appointments today, and evidently the Generalissimo and Madame Chiang 
put up a great story to the President about inflation—how they wanted the 
balance of the money they had on hand. The President said around two hundred 
million. I said it was something like that. 

Mr. BernstTeEIN. A little over two hundred million. 

H. M. Jr. And they would like to have another billion-dollar loan. I said I 
didn’t know he could get that. 

The President said, “Well, I had this idea. I think the trouble is that the 
Chinese have put out too much paper currency and there is too much of it. That 
is what caused this depression.” 

So I said, “No, that may have added to it, but,” I said, “the trouble is, there 
isn’t enough food to go around; therefore there is a lot of paper money and very 
little food, and the value of the paper money goes down as the price of food goes 
up.” 
“Well, anyway,” he said, “let’s say that the Chinese money is worth two 
cents”—I couldn’t tell him what it was— 

Mr. Bernstetn. Less than a cent. The official rate is five cents. 

H,. M. Jr. What did it used to be worth? 

Mr. BerRNsTEIN. It used to be worth thirty cents. 

H. M., Jr. He said, “Supposing we could buy up in the black market, American 
money, or Chinese money”’—he had some idea, say, of buying it at eighty—he 
used that figure—I think he used the figure eighty. But I think what he had 
in mind, buy it at the present black market rate, and then say to the Chinese, 
when the war is over, “We will let you redeem it at the price which we paid for 
it,” even though the value of it goes up. 

Do you see? Do you follow me? It is kind of sleight-of-hand. 

Mr. BERNSTEIN. Yes, sir. 

H. M. Jr. I said I would have to think about this thing, but I am having lunch 
with him Sunday and I promised him a memorandum after lunch Sunday, 

Now, the thing to do when you work with the President like this, is to take his 
plan and explore it and give the pros and cons. I don’t know whether it is good 
or bad. I said, “Well, it is something like what we did in Teheran where we 
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bought, joint account with the British, local currency for our gold, and used it 
to pay the troops.” 

I said, “Do you want to go joint account with the British?” 

He said, “Positively not. Whatever we do we want to do alone.” 

So I told him we had this letter very recently from Kung telling us the thing 
was better. That seemed to surprise him. 

Now I said it was our fault or blame or responsibility that the gold left here so 
slowly. We thought that was the only way to make it last, and that we could 
let it go faster. 

So what I would like you people to do—that is the story. Explore the Presi- 
dent’s proposal and give me the pros and cons on it. I don’t know whether it is 
good or bad. It is something like buying the thing up and holding it, and then 
letting them redeem it. If you don’t think we will have it, then give me a sug- 
gestion as to how the inflation in China can be combatted, see? 

Now, you have got to do it within that framework—within the money and 
the credit they have left here. After all, when you say they have two hundred 
million—— 

Mr. BernstTeIn. They have these bills, Mr. Secretary. 

H. M., Jr. Roughly five hundred million; they only used about twenty million 
of that. 

Mr. Bernstern. Some of that is pledged against the securities they have issued. 

H. M., Jr. How much? 

Mr. BernsTEIN. Two hundred is pledged, but it isn’t all sold. 

H. M., Jr. But actually, out of the Chinese exchequer, I think there is only 
twenty million that is gone, roughly. Am I right? 

Mr. Bernstetn. That is right, Mr. Secretary. You are right. They have only 
spent twenty million in the sense of buying gold. 

H. M., Jr. Four hundred and eighty million dollars that they can lay their 
hands on. 

Mr. BernsTEIN. In bills or in dollars; that is right. 

H. M., Jr. It doesn’t make any difference. I am right, approximately, am I not? 

Mr. BERNSTEIN. That is right. 

H. M., Jr. What can we do with four hundred and eighty million dollars—if 
that isn’t enough, how much more do we need to do a job? There are three 
proposals—take the President’s ideas, pros and cons. All right, let them use 
up that four hundred and eighty million dollars. Can you do anything by 
shipping gold? Do you remember my idea to use silver dollars? 

Mr. Bernstein. Yes. 

H. M., Jz. Or different things. Now, what you better do is you had better have 
something. I wasn’t going to work tomorrow afternoon, but I will see you 
sometime late tomorrow afternoon—four or five at the house, see? Let me take 
a look at it and you can reboil it over again so I can have it by Sunday noon. 

Well, somebody spark. 

Mr. BERNSTEIN. Well, I think we can give you something on that, Mr. Secretary, 
especially since we have been exploring the possibility of selling gold there. 
We have gold quotations, we have some notion of the dollar quotation. 

Hl. M., Jr. I suggested to Harry—you know that we start selling gold——— 

Mr. BERNSTEIN. Out of that four hundred and eighty million, the only question 
in my mind, Mr. Secretary, is how much of that they have pledged, and I don’t 
think they have pledged more than a hundred million, they would want to use. 
They may not want to use up everything. 

H. M., Jr. Just to take a minute—explain to me—what is this racket that our 
people do—there is a dollar bond out and you can buy it very low. 

Mr. BernstTEIN. That is the one. 

H. M., Jr. What is that? How does it work? 

Mr. BERNSTEIN. American soldiers in China, or Chinese nationals, can pay the 
Chinese in Chinese yuan at the official rate, five cents; they can secure a U. S. 
dollar bond or certificate, which becomes payable in dollars after two years or 
five years. There are different ones. The funds are kept at the Federal Reserve 
Bank of New York to assure payment of those. Americans have been buying 
them and sending them back to their families to hold for them. 

Now, that is what some of the money is pledged for, Mr. Secretary. 
H. M., Jr. Well, now, they have to buy yuan to do that; isn’t that right? 
Mr. Bernstern. Right. 
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H. M., Jz. Really, what the President has in mind is our buying yuan, and 
issuing the bond against that, which would be good, at the present rate rather 
than at the old rate of par. 

Mr. BERNSTEIN. Selling it at the black-market rate, which the Ameri- 
cans do, really. They sell the currency at the black-market rate getting yuan at 
less than a cent apiece. 

H. M., Jr. It may be perfectly cockeyed. 

Instead of buying a bond, let’s say you buy a bond that will ultimately be 
worth a hundred U. S. dollars. You can buy that for what 

Mr. BERNSTEIN. That is right, two thousand yuan. 

H. M., JB. I am good! I have to figure it—at two thousand, when you ulti 
mately get it back, you get it back at a rate of two thousand yuan which are 
normally worth thirty cents. Is that right? 

Mr. BERNSTEIN. What they will actually get back is dollars. 

H. M., Jz. A hundred dollars—translating that thirty into that, would be 
how many? 

Mr. BERNSTEIN. Thirty into that would be three, three, three. 

H. M., Jr. But it is a hundred dollars. 

Mr. BERNSTEIN. To get back to a hundred dollars is the significant thing to 
them. 

H. M., Jr. Costs them how many dollars now? 

Mr. BERNsTEIN. Actually it would only cost them twenty dollars, because 
they buy the yuan not at five, but less than a cent. 

H. M., Jr. Well, supposing we buy two thousand yuan at twenty dollars. 
What the President suggested is that we give these people an option to buy 
back these at the present rate. Is that right? 

Mr. Bernstetn. That is what I gather from what you say. 

H. M., Jr. We won’t lose anything, and we would clean 
wouldn’t we? 

Mr. BERNSTEIN. We could clean up some part of it. The Chinese will have 
to keep feeding the market with yuan because they can’t balance their budget 
or borrow, and they can’t tax. 

H. M., Jr. How much help is it if we pay the U. 8S. troops in black market 
yuan if we went in and bought the way we did— 

Mr. BERNSTEIN. It wouldn't help the Chinese. 

H. M., Jr. What the President wants to do is help the Chinese. 

Put the old bean on it sometime between four 
through with some kind of a plan. 

Mr. BERNSTEIN. Yes, sir. 

H. M., Jr. How to help the Chinese within what they have got now. I don’t 
want to go up to the Congress and ask for any more. 

Mr. BERNSTEIN, Yes. Sir. 

H. M., Jr. If you say four hundred and eighty million dollars—on the other 
hand, say how much: give me a price, how much it will do to fix them up. 
If, on the other hand, it is going to take food—goods is what I think it will 
take—put that in. 

Mr. BERNSTEIN. Yes. sir. 

H. M., Jr. I don’t see how you will control inflation, if you don’t have goods. 

Mr. BERNSTEIN. I don’t think you can stop inflation in China. 

H. M., Jr. I think all he wants is a billion dollars for postwar. Right? 

Mr. BERNSTEIN. I think that is what he wants. 

H. M. Jr. But you give me the unvarnished truth, and let me have a look at it 
tomorrow. Will you go to work on it? 

Mr. BERNSTEIN. Yes, sir. 

H. M. Jr. You had better call up Harry on the phone. 

Put everybody on there who has any time or brains, or vice versa 


two thousand? 


up the market, 


and five tomorrow. Come 


Exit No. 336 


[Vol. 685, pp. 140-142] 
DecEMBER 18, 1945. 
Memorandum for the President. 
You have spoken of the request of Generalissimo Chiang-Kai-Shek for an addi- 
tional $1 billion of financial aid to China to be used to help contro} inflation and 
for postwar reconstruction. 


72723—57—pt. 356 
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I 


The facts regarding inflation in China and the possibility of its control through 
the use of dollar resources are as follows: 

Inflation in China, as you wel! know, arises from the grave inadequacy of 
production for war needs and essential civilian consumption. Supplies have been 
drastically reduced by enemy occupation and the cutting off of imports except the 
small amounts that come by air or are smuggled from occupied territory. 

The Chinese Government cannot collect sufficient taxes or borrow from the 
people in adequate amounts. As a consequence, the Government has been issuing 
3.5 billion yuan a month, twice the rate of a year ago. 

The official exchange rate for yuan is now 5 cents; before China entered the 
war it was 30 cents. The open market rate for yuan in United States paper 
currency is one cent and in terms of gold one-third of a cent. 

You have suggested the possibility of our selling dollar currency for yuan to be 
resold to China after the war at no profit to us. No doubt something could be 
done to alleviate inflation through the sale of gold or dollar currency in China. 
I have received the following message from Dr. Kung dated December 14: 

“You will be pleased to hear that the recent gold shipment is one of the out- 
standing factors contributing to the strengthening of fapi, because people believe 
that the arrival of gold has increased the much needed reserve of our currency, 
thereby influencing the stability of prices. The action of the United States 
Government reaffirms to the Chinese people that, despite difficulties arising from 
the blockade and the cumulative effects of over six years of war against the 
invasion, China has a powerful friend desirous of strengthening China’s economy 
as conditions permit.” 

However, while something could be done to retard the rise in prices, the only 
real hope of controlling inflation is by getting more goods into China. This, you 
know better than I, depends on future military operations. 


ir 


China has tried two similar monetary remedies for alleviating inflation without 
marked success, 

1. The Chinese Government issued and sold dollar securities for yuan, setting 
aside $200 million of the aid granted by this country for the redemption of the 
securities. (These securities were sold at exorbitant profit to the buyers. For 
instance, a person holding $100 in United States currency could have quadrupled 
his money in less than two years by selling the currency for yuan on the open 
market and buying the dollar securities issued by the Chinese Government.) I 
believe that the program made no significant contribution to the control of 
inflation. 

2. The Chinese Government has recently been selling gold at a price in yuan 
equivalent to $550 an ounce, about fifteen times the official rate. We have ship- 
ped to China more than $10 million of gold and they have sold about $2 million 
of gold for yuan. This program has not been tried sufficiently to warrant any 
definite conclusion as to its possible effect. 

China now has $460 million of unpledged funds in the United States and is 
getting about $20 million a month as a result of our expenditures. China could 
use these funds in selling gold or dollar assets for yuan, although in my opinion 
such schemes in the past have had little effect except to give additional profits 
to insiders, speculators and hoarders and dissipate foreign exchange resources 
that could be better used by China for reconstruction. 

Under the circumstances, a loan to China for these purposes could not be 
justified by the results that have been obtained. It is my opinion that a loan 
is unnecessary at this time and would be undesirable from the point of view 
of China and the United States. Large expenditures on ineffective measures 
for controlling inflation in China would be an unwise use of her borrowing 
eapacity which should be reserved for productive uses in other ways. On 
reconstruction, it is too soon for us to know the best use or the best form of 
the aid we might give to China. 


Recommendations 


For the past five years I have had a deep admiration for the valiant fight that 
the Chinese people, under the leadership of Chiang Kai-shek, have waged against 
Japanese aggression. Therefore, I am in complete sympathy with your position 
that no stone be left unturned to retard the rises in prices. Using the tools 
we have at hand, I recommend the following: 
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1. All United States expenditures in China, currently $400 million yuan a 
month and rising rapidly, be met through the purchase of yuan with gold or 
dollar currency at whatever price we can get them for in the open market. 
This is equal to more than 10 percent of the present rate of issue. 

2. Accelerate the shipment of gold purchased by China to twice the amount 
we have previously planned to send. It should be possible to raise gold shipments 
from $6 million a month to about $12 million. At the present price for gold in 
the open market this would be equal to the present 3.5 billion of yuan currency 
that is being issued. 

The impact of this twofold program should contribute to retarding inflation, 
always bearing in mind that the basic reason for inflation in China is the 
shortage of goods. 





Exuusit No. 337 
(Vol. 802, Pages 1-3) 


TREASURY DEPARTMENT, 
December 9, 1944. 
INTEROFFICE COMMUNICATION 


To: Secretary Morgenthau. 
From: Mr. White. 
Subject: Some Matters Requiring Your Attention. 


1. There are a number of unfinished items of business remaining from the 
Lend-Lease discussions of the Joint Committee, some of which require decisions 
and some of which require action by you. The material is ready for your 
consideration. 

2. A preliminary draft of a bill on Bretton Woods agreements to be introduced 
in Congress in January has been prepared in the Treasury and is now being 
discussed by the Technical Committee composed of various agencies. (Copy of 
this preliminary draft is appended.) 

There are several decisions of some importance which you will have to make 
with respect to the provisions of this bill, and it would be helpful if you could 
set an hour aside to discuss those points with us before we get very far in our 
discussions with other agencies. 

Congressman Spence telephoned and urged that you take prompt action to see 
that the legislation is assigned to his committee in the House and Senator 
Wagner’s committee in the Senate. He said he was very much disturbed by the 
move on foot to assign these bills to the Foreign Affairs Committee. 

3. Kung has said that he would like to settle payments due China for Army 
expenditures in yuan for October, November and December of this year. This 
is not an urgent matter and could easily be postponed if you wish. In view of 
the acutely unstable political situation in China, and in view of Kung’s altered 
status, it might be better if discussions on those payments were not taken up 
at this time. 

The Chinese are now pressing to ship gold via commercial vessel. Hitherto we 
have insisted on military transportation. They are pressing very hard to get as 
much gold exported to China as quickly as possible. We have stalled as much 
as we have dared and have succeeded in limiting gold shipments to $26 million 
during the past year. We think it would be a serious mistake to permit further 
large shipments at this time. We would like to discuss the matter with you. 

Mr. Friedman, who has just returned from China, has brought back a number 
of personal messages to you from various persons in China which you will want 
to read. Mrs. McHugh has them. 

4. The Stabilization Fund expires in June of this year and an amendment to 
renew it would normally be introduced in April or so. In view, however, of 
the proposed legislation on Bretton Woods, it is necessary to make some 
decisions with respect to the form of the renewal in the next few weeks. 

5. The German “book” is being revised and still awaits being turned over to 
some competent writer or publisher that you are to select. Incidentally, I have 
started a couple of men on a similar book on Japan. How far you will want us 
to go on it can be a matter for later decision. In the meantime, I thought 
we might get started in the event that you are called upon to submit a plan 
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for Japan or if the opportune moment for the submission of such a plan 
develops. 

6. We had instructed Friedman to discuss with the Indian authorities in 
Delhi the question of obtaining all our rupee needs through the sale of gold. 
He did this and successfully made arrangements for us to obtain all rupee 
needs that way. We have finally cleared the matter with the British and are 
going ahead with arrangements for increased sales of gold in India. We esti- 
mate that we can thus save from $20 million to $30 million during the next six 
months. What we save will reduce U. K.’s dollar receipts by an approximately 
equivalent amount. 

7. The discussions which the boys have been having with the Italian Mission 
are about over. You might want to set aside a half hour to go into the matter 
and decide where we go from here. 

8. Mr. Olsen, our Treasury man, has just returned from Sweden. You may 
be interested in spending a few minutes hearing his report on the situation in 
Sweden. 

9. Mr. Taylor and Mr. Patterson have gone to Greece from London. Taylor 
will stay only for a couple of weeks and then will go back to London via Wash- 
ington to make his report. We are sending Mr. Tomlinson, of this Division, 
to London to take Mr. Patterson’s place. 





Exursir No. 338 


[Vol. 807, pp. 257-259] 
JANUARY 5, 1945. 
Dr. H. H. Kune, 
Room 706D, Shoreham Hotel, 
2500 Calvert Street NW., Washington, D. C. 

My Dear Dr. Kune: I have received your letter of January 3, 1945, enclosing 
copy of cable from Mr. O. K. Yui, Minister of Finance, regarding shipments of 
gold to China. 

I am giving this matter my close attention and hope to be able to give you 
my decision in the near future. You may be assured that in making my decision 
I will give fullest consideration to the best interests of China. 

With kindest personal regards, I am, 

Yours sincerely, 
(Signed) H.Morcentsav, Ir., 
Secretary of the Treasury. 





[Handwritten note: White—Prepare an answer. ] 
EXECUTIVE YUAN, 
NATIONAL GOVERNMENT OF CHINA, 
January $, 1945. 
Honorable HENRY MorGENTHAU, Jr., 
Secretary of the Treasury, 
Washington, D. O. 


My Dear Mr. Secretary: On December 15, 1944 Mr. Hsi Te-mou wrote a letter 
to Mr. Friedman enclosing a copy of telegram from Mr. O. K. Yui, Minister of 
Finance, in which Mr. Yui requested your Department’s assistance to hasten the 
shipments of gold to China to meet the Chinese Government’s commitments. 

As the situation in China requires the immediate arrival of more gold ship- 
ments, Mr. Yui has sent another urgent wire requesting me to approach you to 
facilitate such shipments. During the past decade I have enjoyed your valuable 
friendship and untiring co-operation and assistance in matters which were of 
mutual interest to our two countries. Therefore, I am sending you a copy of 
Mr. Yui’s latest telegram and hoping you will give this matter your prompt and 
favorable attention. 

With kindest personal regards, 

Yours sincerely, 
H. H. Kuna. 
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{Incoming telegram] 


From: O. K. Yui. 

For: H. E. Dr. H. H. Kung. 
Rece’d: January 2, 1945. 
Sent: December 30, 1944. 


[Translation of Chinese telegram—in substance] 


With regard to our requests for drawing from United States credit for imme- 
diate shipments of gold and to the amount of gold sold and outstanding to be 
paid, I telegraphed on December 11th to Hsi Te-mou to report and refer to your 
excellency for instructions. 

Outstanding amounts remaining to be paid after deducting about 80,000 ounces 
recently arrived is still over 200,000 tael weight. Also over 100,000 tael weight 
to be paid on three months’ gold deposits maturing March. All these should 
be paid in order to maintain national confidence. Moreover on account of this 
year’s (1945) deficit in our national budget the sale of gold to meet this deficit is 
keenly anticipated in all quarters concerned. Therefore may I respectfully 
request your excellency to take up with United States Treasury question of 
expediting shipments of US$80,000,000 worth of gold and also completion of mint- 
ing and shipments of US$100,000,000 of gold tokens by United States mint at the 
earliest possible moment so as to stabilize our wartime economy and to further 
our war effort. Kindly instruct by cable. 


Exutsit No. 339 
[Vol. 846, p. 32 et seq.] 
May 10, 1945, 2: 00 p. m. 
FOLD TO CHINA 


Present: Mr. D. W. Bell, Mr. Coe, Mr. Friedman, Mr. Adler, Mr. White, Mrs. 
Klotz (and Secretary Morgenthau). 

Mr. WaHrITE. Do you want to discuss this or not? 

H. M., Jr. Since you left we don’t discuss things, we just work. 

(Secretary reading letter to Dr. Soong, dated May 10, 1945:) 

“T am replying to your letter of May 9, 1945, regarding our discussions on 
gold and the establishment of a $500 million fund. I shall be glad to have 
your reply on the fund suggestion as soon as you have heard from the General- 
issimo. 

“As I informed you yesterday, the Treasury will consider steps to accelerate 
gold shipments to China. 

“T am looking forward to seeing you again at which time we will be able 
to refer the gold question and the establishment of a $500 million fund.” 

Now, the one seems to contradict the other. You say the Treasury will 
consider steps to accelerate the gold shipments—— 

Mr. Cor. There’s a question of money still left open there and we thought we 
would give it to them out of their money if we could. They have twenty million 
dollars of earmarked gold. 

H. M., Jz. Oh. 

Mr. Betu. That’s going to worry him. 

H. M., Jn. I don’t like that “accelerate gold.” I don’t like that. Is that 
White? [Laughter.] 

Mr. Wuite. No, that can be taken out because basically it——— 

H. M., Jz. I'll tell you the question now of good faith here, Harry. I don’t 
know if they have had a chance to explain this to you. I am in a kind of em- 
barrassing position. I think 

Mr. BetL. The whole financial question is what you are discussing. 

Mr. Wuite. You can leave that phrase out if it troubles you. It doesn’t 
add much. 

H. M., Jr. I don’t see why it can’t be rewritten, leaving out the third para- 
graph. As I informed you yesterday, the Treasury will consider extensions 
to accelerate gold shipments to China. He doesn’t say anything about hoping 
to see me. 
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Mr. Wuire. It doesn’t matter because the position we are in is the same 
position we have been in for a long time. 

H. M., Jr. That still leaves it open to argument. Just take a look at that. 

Mr. Bex. I think it’s all right. 

H. M., Jr. Let it go. 

Mr. Cor. Harry cut out one paragraph. You cut out another—— 

Mr. Wurre. It’s all right. 

H. M., Jr. I could send a letter, “Dear Mr. Soong, Yours truly.” 

Mr. Cor. I’m glad it’s not going up to the President. 

(Mrs. Klotz leaves conference. ) 

H. M., Jr. I’ll sign it before I go. 

Mr. Bett. He formerly thought he wanted fifteen minutes with you. 

H. M., Jn. The trouble was Senator George's meeting at one-thirty was 
called off but he told him he would be there at two-thirty. 

Mr. Wuite. I understand you were troubled about the letter of the two 
hundred million. Mr. Secretary, we have always taken the position we had 
absolutely no legal grounds for withholding the gold; that what we were doing 
was skating on thin ice and offering excuses and we were getting away with it as 
long as we could, and remember because I said we are getting away with it that 
you better get the President’s backing when they begin putting on the heat. It’s 
because I said we have no basis for it. We have been successful over two years 
in keeping them down to twenty-seven million and we never understood why 
the Chinese didn’t take it in there and do what they are now doing. The whole 
history is we had no basis for it. 

H. M., Jz. I can’t remember things that happened, and when he flashed that 
letter on me it caught me sort of off guard and I didn’t remember it. 

Mr. Wurre. That letter grew out of what you thought the President promised 
Madame Chiang Kai-shek. 

H. M., Jr. They refreshed my memory, but the trouble is that, Harry, I think 
that the Army and State Department have advised me very badly on this thing 
last week and suddenly Will Clayton woke up to the fact himself, entirely on 
his own, and all the indications are that the Chinese are really going to fight. 
‘This man comes here now and he gets a cold shoulder, gets bounced around, he 
gets nothing. He may get four thousand trucks and this is the money which 
we have committed ourselves to, and I have sort of come to the decision that I 
don’t know how far I’ll go, but I certainly want to loosen up, and I think this 
is a psychological time for the Treasury to demonstrate we can be a friend to 
China, when they really need it, with their own money. 

Mr. Wuire. That isn’t the same way I’d do it. I'll drop that. I do think you 
need to have now for your own record—and this is wholly for your own record— 
you need now an exchange of letters from you to the President indicating that 
this money is being badly used. It will not help inflation and cannot be justi- 
fied on economic grounds, and that the only basis, for it must be that they feel 
it is militarily necessary to satisfy his demands. Because, Mr. Secretary, this 
record—we have advised them against the use of this. It has been badly 
used and all the rest. 

H. M., Jr. I'd just do this, because I am pressed so, but over the week end 
prepare such a letter, and when I come back—there was a letter originally 
written on that to Mr. Roosevelt which I never took over. 

Mr. Wuite. It was a memo, but the history of your negotiations with China are 
clear enough on that point. 

H. M., Jz. This will give you a chance to get back into working habits again, 
to do this over the weekend. It will be a nice way to break your way in, Harry. 
Glad to see you back. 

Mr. Wurrte. When are you coming back, because I want to tell you what was 
in the letters that apparently you didn’t get. [Laughter.] They are not on 
your desk. 

Mrs. Ktotz. It could be I haven't cleared all my mail today. 

H. M., Jn. Well—— 

Mr. Waite. What do you mean, today? 

(The Secretary signs letter to T. V. Soong, dated May 10, 1945). 

H. M., Jz. I go up either Sunday night or Monday to Buffalo, and I'll be back 
Tuesday. 
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Mr. WHITE. Will you have ten or fifteen minutes between now and tonight? 

H. M., Jk. I will try. It depends on how long I am on the Hill. We have quite 
a fight on our hands. I'lltry to. I won't make any guarantee. 

Mr. Wuirte. I’ll be here in case you have, or if you want, I'll ride down to 
the airport. 


Exuisit No. 340 : 
[Vol. 827, pp. 53-55] 
DEPARTMENT OF STATE 
DIVISION OF CENTRAL SERVICES TELEGRAPH SECTION 


[Incoming telegram] 
CHUNGKING, 
Dated March 11, 1945. 
Rec’d 2:00 p. m., 12th. 


CC-606: This telegram must be paraphrased before being communicated to any- 
one other than a Government Agency. 


SECRETARY OF STATE, 
Washington. 


401, March 11, 9 a. m. 
To the Secretary of Treasury from Adler (for Treasury only). 
Present gold situation. 


One, Government is now relying on sales of gold and six month gold deposits 
as main source of revenue. Receipts from such sales in January and February 
were CN 14 billion (plus 20 percent of that sum from compulsory purchases of 
three year treasury certificates by gold purchasers), which is substantially in 
excess of receipts from taxation in same period. It will be noted that less than 
25 percent of receipts from gold sales were from spot sales and that by far the 
larger part were from six month gold deposits. Central Bank’s short position 
on gold is now approximately one million ounces. 

Two. While Government is now selling gold it largely does not have on hand 
at rate of 350,000 ounces per month or United States $105,000,000 per annum, 
receipts from gold sales, including compulsory purchases of treasury certificates, 
total barely 25 percent of current monthly deficit. And this deficit is not going 
to diminish during course of year. Therefore, if Government wishes to main- 
tain in current ratio of receipts from gold sales to monthly deficit it will either 
have to increase price of gold or increase gold sales or both. 

Three. The reckless Government conduct of its gold sales policy can only be 
described as “frenzied finance’. 

(A) It has been and is selling gold at an absurdly uneconomic price. The 
official pretext that price cannot be raised without an adequate supply on hand 
does not hold water. While official price of gold has been maintained, black- 
market price has risen to CN dollars 39,500 per ounce; also witness the heavy 
purchase of six month gold deposits at end of February due to rumor that 
official price was to be raised at beginning of March. Official claim that raising 
price of gold would push up general prices still further cannot be taken seriously 
at a time when prices are skyrocketing in any case. 

(B) It is dissipating China’s foreign exchange assets, which she will badly 
need at war’s end, at current rate of United States $150,000,000 per annum 
without significantly affecting economic situation. In fact, since inflation has 
now entered snowball phase, future sales of gold at current rate will have even 
smaller effects as brake on inflation. 

(C) Part of the gold is finding its way into occupied China. 

ATCHESON, 
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Exursit No. 341 
[Vol. 814, pp. 300-304] 


JANUARY 31, 1945. 
Dr. H. H. Kune, 


Shoreham Hotel, 2500 Calvert Street NW., 
Washington, D. C. 

Dear Dr. Kun6é: I have received your letter of January 18, 1945 enclosing the 
signed receipt for the check for the amount of $150,902,760.04 which I attached 
to my letter of January 17, 1945 to you. 

I was pleased to see you looking well when you called on me the other day and 
to learn that you are rapidly recovering from your recent illness. 

Sincerely yours, 
(Signed) H. MorcentTuav, Jr., 
Secretary of the Treasury. 


EXECUTIVE YUAN, 
NATIONAL GOVERNMENT OF CHINA, 


January 18, 1945. 
Hon. HENRY MorGENTHAU, Jr., 


Secretary of the Treasury, 
Department of the Treasury, Washington, D. C. 


Dear Mr. MorGaAntHavu: This is to acknowledge with thanks the receipt of your 
letter of January 17, 1945, and the attached check for the amount of $150,902,- 
760.04 which you and Dr. White have handed to me in person in the hospital 
yesterday. This payment is made in addition to the $25 million transferred in 
March 1944 for the payment of advances made in February 1944 and $34,097,- 
239.96 which is on deposit in the name of the United States Army Headquarters 
in Chungking in the Central Bank of China, Chungking, and which is to be 
transferred to the credit of the Government of the Republic of China. These 
items total $210 million which is in payment of United States Army expenditures 
in China incurred up to September 30, 1944. I am enclosing a signed receipt 
for the check. 

I wish to take this opportunity to repeat in writing what I said to you in person 
how touched I was by your kind visit to the hospital and I wish to thank you 
and Dr. White again for this act of friendship. 

As my physician has told me, although I still have to go through with the 
operation some day. I am rapidly recovering from my recent illness. I am, 
therefore, looking forward to an early beginning of discussions with regard to 
payments for United States Army obligations incurred the last quarter of 1944 
which you have referred to in your letter. May I take this opportunity again to 
remind you of the urgency of facilitating the shipment of gold to China and the 
minting of gold tokens for shipment to China. 

With best personal regards, 

Sincerely yours, 
H. H. Kuna. 
RECEIPT 


Received from United States Treasury check dated January 13, 195, No. 7,517,- 
093, to the amount of One Hundred Fifty Million Nine Hundred Two Thousand 
Seven Hundred Sixty Dollars and Four Cents ($150,902,760.04), which in addi- 
tion to the $25 million transferred in March 1944 for the payment of advances 
made in the month of February 1944 and $34,097,239.96 which is on deposit in 
the name of the United States Army Headquarters in Chungking in the Central 
Bank of China, Chungking, and which is to be transferred to the credit of the 
Government of the Republic of China, is in payment of United States Army ex- 
penditures in China incurred up to September 30, 1944. The total sum involved 
in this payment is $210 million which is made in accordance with the exchange 
of letters between the Secretary of the United States Treasury and the Chinese 
Minister of Finance dated November 25, 1944. 

Dated January 18, 1945. 


H. H. Kuna. 
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JANUARY 31, 1945. 


Dr. H. H. Kune, 
Shoreham Hotel, 2500 Calvert Street NW.., 
Washington, D.C. 

Dear Dr. Kuna: I am replying to your letter of January 24, 1945, regarding 
the production of bank notes for the Chinese Government by the Security Bank 
Note Company. 

IT am forwarding a copy of your letter, together with copy of enclosure, to Mr. 
Crowley, Administrator, Foreign Economic Administration, for his considera- 
tion, and advising him that in our opinion the procurement of adequate amounts 
of bank notes is essential to the Chinese war effort. 

Sincerely yours, 


(Signed) H.MorGEeNTHAU, Jr. 


EXECUTIVE YUAN, 
NATIONAL GOVERNMENT OF CHINA, 


January 24, 1945. 
Honorable HENRY MorGENTHAU, Jr., 


Secretary of the Treasury, Washington, D.C. 


My Dear Mr. Secretary: It is my understanding that the Security Bank Note 
Company recently applied for permission to construct a small addition to their 
Pittsburgh plant in order to accelerate the production of banknotes for the 
Chinese Government. This application prompted the War Production Board to 
make inquiry of the Foreign Economic Administration (Mr. Meyers, Extension 
2002) as to the critical nature of the production and whether other manufactur 
ing facilities or units could be used. A copy of a memorandum prepared by the 
Security Bank Note Company giving full details of the particular problem is 
enclosed for your information. 

I am given to understand that if the Treasury could confirm to Mr. Meyers 
the important nature of the contract that has been given to the Security Bank 
Note Company, he would be in a position to advise the War Production Board 
accordingly. I am also informed that the nature of the work makes it very 
difficult for other manufacturering facilities or units to be used. I would, there- 
fore, much appreciate any assistance the Treasury might be able to give by 
advising the Foreign Economic Administration of the essential nature of the 
order which the Security Bank Note Company is fulfilling, so that they may 
inform the War Production Board and also assist in solving the problems facing 
the Security Bank Note Company. 

Yours sincerely, 


H. H. Kune. 


Exursir No. 342 
[Vol. 824, pp. 230-236] 


TREASURY DEPARTMENT, 
March 2, 1945. 
INTEROFFICE COMMUNICATION 


To: Secretary Morgenthau. 
From : Mr. Coe. 


Subject : Export of gold to China. 


1. Dr. Kung, in letter of February 26, 1945, attached hereto together with sug 
gested reply, requests that the equivalent of 47,500,000 of gold be exported to 
China. In addition, he asks for early advice on the progress being made on the 
minting of the $100 million of gold tokens. In his letter of January 3, 1945, Dr. 
Kung requested $80 million of gold in addition to the $100 million of tokens. 

2. Since the situation in China has remained fundamentally the same and no 
change has taken place in the gold sales program, you will probably wish to 
continue the policy of permitting only small shipments of gold to China. It will 
be recalled that Ambassador Hurley agreed with you on the desirability of 
holding down gold shipments to approximately the same magnitude as in the past. 

8. It is therefore suggested that arrangements be made with the Army to 
export to China during the next three months about $7 million of gold now on 
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earmark in the Federal Reserve Bank of New York, one-half of which would 
be gold acquired in payment of tin exports from China to the United States. 
Foreign Economic Administration has informed us that the export of gold 
acquired as payment for tin exports is essential to maintain tin production in 
China. 

4. The suggested reply to Dr. Kung does not make any definite commitments 
but, as soon as possible, we would inform his representatives orally that we have 
succeeded in making arrangements with the Army for the export of about $7 
million of gold during the next three months. 


EXECUTIVE YUAN, 
NATIONAL GOVERNMENT OF CHINA, 
New York, N. Y., February 26, 1945. 
The Honorable HENRY MorGENTHAU, Jr., 
Secretary of the Treasury, Washington, D. C. 


Dear Mr. Secretary: You will recall that on several occasions we have dis- 
cussed the provision of gold for China, and that you kindly undertook to expedite 
this matter. Since shipments to China have been considerably slower than we 
feel necessary, I wish now to present the situation for urgent attention. 

The chief present financial problem of the Chinese Government, as you know, 
is to finance its large and growing deficit. The Government must handle this 
deficit in such a way that the inflation does not get out of hand—since if this took 
place, it would cause most serious consequences to the war effort of China and 
would be very hurtful to the conduct of American operations against Japan in 
and from China. Moreover, if inflation should seriously accelerate, this condi- 
tion would undermine China’s economic structure, impair internal stability, make 
it much harder for China to reoccupy and restore the areas now in enemy hands, 
gravely hamper China’s reconstruction and progress in the next few years, and 
make it much harder for China to play the part in stabilization and peace 
maintenance in the Far East which its Government and people wish to play and 
which is desired by the American Government and people. 

It is of vital importance, therefore, to reduce in every possible way the deficit 
financed through increase of note issue. For a little over a year, the Government 
has been selling gold to realize Chinese currency. In that way, we have sold 
from the latter part of 1943 to date over 900,000 ounces* (something over US$30 
million)—-which have realized around CH$16 billion). While exact figures are 
not at hand, available data indicate that this sum is equivalent to something like 
a sixth of the deficit in the period. The sale of gold has been most helpful, and 
has definitely prevented the inflation from attaining a higher level which other- 
wise would have been reached. It helps to check increase of the general price 
level by diverting to purchase of gold certain funds which otherwise would be 
used to buy commodities to be held for higher prices. 

The American Government, in order to help China, made available US$200 mil- 
lion of gold out of the US$500 million credit. Of this gold, the first installment 
was US$20 million. Unfortunately, deliveries of gold to China out of this US$20 
million have totaled only US$7,276,066.00, including 40,000 ounces (out-turn be- 
ing US$1,899,947.99) delivered in New York to the Bank of England against a 
similar amount in India. Actual shipments to China out of this US$20 million 
were only US$5,876,118.12. Thus, shipments have fallen far short of what is 
needed. As a result, the Central Bank was obliged to substitute forward sales 
for spot sales. A black market for spot gold developed, which the Government 
could not control owing to lack of ready supplies. The black market price for 
gold has risen to around CH$35,000 per ounce, whereas the spot price—though no 
recent sales have been made—remains CH$20,000 per ounce. Because of lack of 
gold, the Government has had to print and import more notes than otherwise 
would have been neeeded, which adds to the inflation. 

Also the Central Bank will not be able to meet its commitments for forward 
sales unless shipments are materially expedited. In this connection, I quote the 
substance of a telegram from the Bank received February 5: 

“Forward delivery sales of gold for January were 61,730 taels, total unde- 
livered up to end of January 239,230. Six months deposits (that is due July) 
were 233,501 taels. Our experience shows that shipments by boat take two 
months to arrive at Chungking. Therefore, we hope that arrangements may be 


*The Chinese ounce in common use, called the tael or size liang, is equal to 1.00471 
Troy ounces. 
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made for at least four shipments right away. This will enable us to have the 
American bars minted into 5 and 10 tael small bars, in order to pay the deposits 
due in April, May, and June. Both forward delivery sales and deposits require 
supplies.” 

Under present conditions it is specially urgent to sell gold actively in China. 
In the past half-year the basic budgetary situation has become definitely more 
critical. Note issue has increased because of the program of reorganizing the 
Chinese Army, the operations of the American Army, and the outlay of the new 
War Production Board. At the same time, revenues have been cut by wide-spread 
military operations, and because the Government abolished certain taxes. My 
advices from China state that the Government expects to rely to a large extent 
upon sales of gold and of goods to hold the economic line. Since the first of this 
year prices have been rising more rapidly and the rising tendency is continuing. 
Our experience lately has been that prices rise more rapidly in the first half of 
the calendar year. It is particularly important, when prices are actively rising, 
to be in position to sell gold to withdraw money from the market, thereby lessen- 
ing the need for increase of circulating notes. The American Government has 
been concerned about China’s inflation and for the present gold sales are the 
most effective means to combat it. 

Furthermore, there is now an active demand for gold in China. If sufficient 
gold is available in China, the Central Bank of China will be in position to raise 
its selling price for gold, thus getting back large amounts of Chinese currency. 
Otherwise, however, the Bank cannot control the price of gold. If the price 
were to be raised without an adequate supply on hand, the black market would 
only be driven to a higher level—with a bad effect on confidence and upon the 
general price level. As to price policy, we feel it is important to raise the price 
in the near future to substantially the present level of the black market 
(CH$35,000 per ounce). Thereafter, our selling price will be governed by the 
demand for gold and the course of general prices. 

In view of the urgent need for gold in China, we are most anxious to send for- 
ward at once by air the balance of US$12,723,933.28 (say 364,000 ounces) of the 
US$20 million, which is required at the earliest possible moment to meet near 
deliveries and to make spot sales. We would, therefore, appreciate your good 
offices in arranging with the American Army Air Transport Command for such 
shipment. Also we would like to have a further amount of say 500,000 ounces 
(US$17,500,000) go forward as soon as practicable by air to enable the Central 
Bank of China to meet further near deliveries and to make spot sales. In addi- 
tion, we would like to ship at once 500,000 ounces (US$17,500,000) by sea to meet 
later deliveries. Thereafter, shipments should be adapted to needs in order to 
avoid again running short of gold in China. 

I fully realize of course that this sale of gold is a financial expedient which 
should not ordinarily be used, and it is only the present emergency that justifies 
this policy. We wish to taper off and discontinue the sale of gold after con- 
sumers goods, especially cotton textiles, begin to reach China in good volume. 
It is the policy of the Chinese Government to obtain abroad and ship to China 
essential goods as rapidly as conditions of procurement and transport permit. 
In this way, the inflation will be checked most effectively—first, by adding to 
the supply of necessary goods, and second, by realizing from their sale on the 
basis of current market prices large amounts of Chinese currency which can be 
applied to meet the deficit and thus obviate the need for relying to that extent on 
increased note issue. The opening of the “Stilwell Road,” together with the 
growing volume of air transport over the Hump and the progress of the oil 
pipeline, greatly adds to the available capacity for sending supplies to China. 
Further, it is our intention to obtain and transport larger quantities of necessary 
goods as soon as sea communication with China is reopened. Notwithstanding 
the urgency of military requirements, I feel that it is in the interest of the war 
effort of China and the United States to ship large quantities of such goods, 
because of the beneficial effect of this operation in retarding inflation and remov- 
ing the threat of disorganized and extreme price rises which, if they occurred, 
would disrupt the Chinese war effort and also make it very difficult for the 
Chinese Government to afford to the American armed forces the cooperation 
which they require and which China is anxious to give. 

At present, a request from the Chinese Government to procure and ship to 
China about 20,000 tons of cotton textiles is pending before the authorities 
concerned. I very much hope that you will give your valuable support to this 
and other proposals for shipment of goods, in order that we may obtain the 
goods and the transport required. 
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I wish finally to refer to the gold tokens of 1 ounce, % ounce, and %4 ounce 
denominations to be made in the American mints, which you will recall we 
have discussed and issuance of which is in accordance with your ideas. The 
designs approved for these tokens were made with a view to commemorating 
cooperation between China and the United States. We are very anxious that 
these tokens be completed and shipped as soon as possible, in order to obtain 
the maximum benefit through broadening the market. Obviously, gold in the 
form of ordinary bars is not adaptable to ready distribution; whereas tokens 
such as these would be widely distributed among the public in China. It was 
stated last fall that it was expected that production of the tokens could be 
begun about the end of last December. I shall much appreciate early advice 
as to how the preparation of these tokens is progressing and how soon we may 
expect deliveries. 

I shall much appreciate favorable action on these matters as soon as possible. 
I regret that I am temporarily unable to meet with you in person to discuss 
these matters, because of receiving medical treatment in hospital. I shall, 
however, delegate representatives to arrange details with the officers of the 
Treasury. 

With personal regards and good wishes, I am 

Yours faithfully, 
H. H. Kune. 





Exuisit No. 343 


[Vol. 825, p. 171] 


Marca 8, 1945. 
Dr. H. H. Kune, 


Waldorf-Astoria Hotel, 
New York, N. Y. 

DEAR Dr. Kune: I am glad to receive your letter of February 26, 1945, regard- 
ing exports of gold to China. I am very sorry to learn that you are in the 
hospital receiving medical treatment and do hope that you will recover quickly. 

I am sure that you appreciate the many difficulties involved in making arrange- 
ments for the export of gold to China. As in every other phase of our activities 
these days, military necessity takes precedence over everything else. 

I have, however, instructed my men to raise again with the military authori- 
ties the possibilities of shipping gold to China during the next few months. 
They will inform your representatives of their findings on this matter. 

With best wishes for your speedy recovery, 

Sincerely yours, — 
(Signed) H. MorgentHay, Jr. 





Exutsir No. 344 


[Vol. 843, pp. 102-123] 
May 1, 1945, 3:45 p. m. 
GoLp To CHINA 

Present: Mr. D. W. Bell 

Mr. Coe 

Mr. Friedman 

Mr. Adler 

Gen. Somervell 

Gen. Carter 

Mr. Clayton 

Mr. Collado 

Mr. Stanton 

Mrs. Klotz 


H. M., Jz. Has he seen this? 

Mr. Cor. I saw the earlier version. I talked it over with Mr. Bell. Did he 
get a copy of that memorandum? 

Mr. Apter. No. 
enamine, We took it right off the typewriter. He will be coming in, 

ough. 

H. M., Jz. Wait a minute. (Reading from memorandum to the Secretary from 
Mr. Coe dated May 1, 1945.) “China may offer to place dollar credits (at about 
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$35 per oz.) from her existing assets to the accounts of purchasers of gold 
to whom she cannot make delivery for the time being.” 

How does one do that? 

Mr. Cor. Well, anyway, they are going to say if they can’t pay this gold over, 
that wrecks confidence. The people who expect to get gold spread rumors and 
financial chaos follows. As an immediate palliative, they can pay these people 
money to their credit in New York and say they can get the gold later. It didn’t 
come this month—military exigencies. 

H. M., Jr. I have carefully read the memorandum you sent me in interview- 
ing Patterson. I’ve got most of this in my head so it isn’t anything new so far. 

Mr. Cor. Are the figures there? 

Mr. FrrepMAN. There’s a table on gold. 

H. M., Jr. Of course, we have no thought to exempt them from using part of 
that five million dollars. 

Mr. Coz. To exempt them from using part of the loan? 

H. M., Jr. Yes. 

Mr. Cog. You have this responsibility. We have a book prepared by Mr. 
Friedman on the history of the loan. We looked at it pretty carefully. You 
told Congress you and the President were going to watch everything they did 
with that loan. You used the expression which was that you were going to 
“hold out a carrot in front of the donkey.” You said we are going to use it to 
fight. 

H. M., Jr. Sure. The two Friedmans. You're the economist and the other 
is the lawyer. You’re the economist. 

Mr. Cor. That’s right. 

H. M., Jr. You were in China, weren’t you? 

Mr. FrrepmMaANn. That’s right. 

H. M., Jr. This shows they sell the gold. The price is going up just the same, 
huh? 

Mr. Cor. Even faster. 

H. M., Jr. Did you have this ready or did you have to make this? 

Mr. Cor. They made that the other day, Mr. Secretary. 

H. M., Jr. Thisisinflation. That’s a good memorandum, boys. 

Mr. Cog. Thank you for all of us. 

(Secretary leaves conference temporarily.) 

Mr. Coz. Mr. Secretary, I don’t know how you'd envisaged the meeting. We 
thought it might be good to tell these people it’s exploratory pertaining to power 
of—— 

H. M., Jr. I’m not going to make a decision, I’m going to tell them I just want 
to find out. It’s a question—I read somewhere that Chiang Kai-Shek never 
raised the question of this gold. I read it somewhere in your memorandum. Did 
somebody say he has never raised this question? 

Mr. Cog. I don’t recall that. One thing which we thought was that since 
Soong had skirted around it that if your position was going to be drastically 
negative you might want to give them a chance to get out from under. 

H. M., Jr. Who? 

Mr. Cog. Soong. 

H. M., Jr. Oh, no; what I’ve got to find out is whether Soong 

Mr. Cor. His man Pei was in this morning. He said that Soong had planned 
to come back this week. He thought he was being a little delayed. I said if he 
got any news to give it to us. 

H. M., Jr. I think after this meeting we can say I want to talk to Soong but 
on account of Mrs. Morgenthau my plans are a little uncertain, and make a 
note I have given Pleven either Friday morning or Tuesday morning, depending 
on which he wants, and I haven’t heard yet. 

Mr. FRIEDMAN. I believe, Mr. Secretary, that your reference to the Gen 
eralissimo was at the time Ambassador Hurley was here, because he made the 
point that the Generalissimo had never said that the cooperation of the Chinese 
Army would depend upon the gold, and so forth. 

H. M., Jn. Maybe that’sit. I read it somewhere. 

(Discussion off the record.) 

H. M., Jk. Well I think the first thing to do is to ask the State Department 
first how they feel about this thing and then ask the War Department. 

Mr. Cor. Yes. By the way, for your information FEA has told us informally 
that they are being forced to turn down a greater part of the requests for textiles 
They think that’s the reason why we should be better on gold, but you know, 
T. V. Soong came over wih a three-point program, trucks 
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H. M., Jr. Yes; but who in FEA said they wanted to crash this meeting? 

Mr. Cor. Jim Angell spoke to me and said Crowley had mentioned the subject 
to him that you were going to have a gold discussion. 

H. M., Jr. You can tell them I spoke to Crowley and I understood Crowley to 
say it was of no interest, that he wanted me to handle that gold, see? What? 
But if their position changes and they want to sit in, if Jim Angell wans to sit 
in, why, he’s welcome. I don’t want to just do it this afternoon, see? Tell 
them. That was an amazing statement Crowley made this morning. 

Mr. Apter. About reverse lend-lease? 

H. M., Jn. No; about slave labor. 

Mr. Coz. Frank Walker has the same attitude. 

Mr. Apter. He keeps making statements about reverse lend-lease. Crowley 
did it in the report for the last quarter of 1944, and they put it out in a summary 
for that quarter, too. 

Mr. Cog. For the inflation out there there is little doubt that these textiles are 
darn important. Varvaressos of Greece is coming in tomorrow about some troop 
pay arrangements. He hold me a week or two ago when he was through that 
they had had in their effort to command inflation in Greece the existence of 
gold, and gold speculation is a habit among the population, and it was one of 
their most difficult problems. 

H. M., Jn. I hear they want five thousand horses. 

Mr. Cor. The Greeks? 

H. M., Jr. Yes. To plant this spring. 

(Secretary leaves conference temporarily.) 

(General Somervell and General Carter enter conference. ) 

H. M., Jr. How do you feel about China? 

General SOMERVELL. About the same. 

H. M., Jz. I guess there is a big drive on for more gold. We've been letting 
it go very slowly. I just don’t know how much you want us to do. 

(Mr. Clayton enters and Mr. Collado, Mr. Stanton, and Mr. D. W. Bell.) 

H. M., Jr. Well, General, as you know, the President gave me this task of 
dealing with T. V. Soong on his request for more gold shipments, and as you 
know, we have been in consultation with State and War as to how fast we should 
feed this thing out, and we've made it just as difficult for the Chinese to get it as 
possible, that being a sort of joint policy. Now, I’d like to have some advice 
from the State Department and War Department whether they want to change 
this policy or whether they want us to continue as we are on shipping three and 
one-half million a month. 

Mr. FRIEDMAN. Two million. 

H. M., Jr. About two million dollars. Now, maybe the State Department 
would like to speak first. 

Mr. CLaytTon. Well, Mr. Secretary, I presume in your discussions with Mr. 
Soong, the Minister, that you’ve been given perhaps information as to their 
short position on gold in their country. I understand there’s enough gold on the 
way to take care of the nearby contracts which they have, May and perhaps 
June deliveries, and that there’s no serious problem in respect to those short 
sales. 

H. M., Jr. That’s correct ; isn’t it? 

Mr. Apter. That’s correct ; yes. 

Mr. Crayton. That’s one of the principal points he made in talking with me 
about it. 

H. M., Jnr. When he came here it was just one of these so-called courtesy calls, 
but since then this man has been talking with our people, and I have had no 
direct conversations. I’ve just posted myself through our own people, but I 
don’t know whether the State Department or War Department were responsible 
that the situation was such that we should change the policy. 

Mr. CLayton. Well, from what I know of it it seems to me that you’ve been 
handling it very well, and I have no reason to believe that your idea that the 
sale of this gold and the way in which they’ve been handling it is really not a 
very effective anti-inflationary weapon. It seems to me your arguments on that 
are pretty good, and I would think that from what I know of the way in which 
you’ve been handling it, that it’s very intelligent and all right. I’m not too well 
posted, but from what I know of it it seems all right to me. 

H. M., Jz. Well, thank you, sir, for the kind words. Now, as you know, we 
still haven’t paid them anything after the first of October, and I have been told 
either correctly or incorrectly that the Army wasn’t in any particular hurry to 
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have us clean up October, November, December, and then that’s one thing I 
want to ask, and then the other thing is, is there anything in this situation that 
you are facing for the balance of this year as far as any of us can look, that you 
want us to change. 

General SoMERVELL. Well, I don’t think ‘it’s up to the War Department to 
say whether you should change or not. That’s your responsibility. Now what 
we do want to say is this: The problem divides itself up into three parts, (1) 
the question of the debt which you have just raised; (2) the question of the 
effect of the shipments of increased amounts of gold on the inflationary tendency ; 
and (3) whether we should consent to help inflation by selling scrap over there 
for Chinese money. 

H. M., Jr. Selling scrap? 

General SoMERVELL. Yes; we have about two hundred and fifty million dollars 
on our books, haven’t we? 

General Carrer. Something like that. 

General SoMERVELL. That we’ve got from the sale of tin cans and things of 
that kind which are very much in demand over there, and we've sold them at 
the highest price, and consequently all of those sales have had an inflationary 
tendency. 

H. M., Jr. Two hundred and fifty million dollars. 

General Carter. Converted at the regular rate. 

General SoMERVELL. We sell this at the highest price we want and convert them 
in twenty to one and that makes two hundred and fifty million which is course 
very artificial. 

H. M., Jr. What is it in our money? 

General SOMERVELL. It is two hundred and fifty million your money. 

Mr. Cor. Just, Mr. Secretary, if I may interpose there, we have also regarded 
that, General, as a good anti-inflationary program because (a), you are releasing 
some goods into the Chinese economy and (b), you are helping to sop up some of 
this scrap. 

General Carter. The trouble is—— 

General SOMERVELL. We're selling at the highest price we can get and hence 
we are raising the prices of tin cans, aren’t we? 

Mr. Apter. They haven’t any tin cans in China. If you sold them lower some 
speculator would get the profit. 

General SoMERVELL. I’m not sure of that. If we turn this over to the Chi- 
nese Government instead of selling them in the open market, and let them dis- 
pose of it, and then credit what the sales were on our books, I think it would 
have more of an antiinflationary tendency than the present method. 

Mr. BELL. What you'd like to do is sell them to the Chinese Government for 
dollars. 

General SoMERVELL. Or any old thing—fifty cents. 

Mr. Betu. For dollars, and they can sell them for Chinese yuan in the market. 

General SoMERVELL. In other words, let them handle the thing. 

H. M., Jr., I don’t know, was something withheld from me? Where do these 
tin cans originate? 

General SoMMERVELL. All over the United States, as corned beef, or whatever 
happens to go out in them. 

General Carter. They scrap tires—use tires to make shoes. 

Mr. ApLer. They are things flown over the hump from the Army. 

General SomERVELL. They’re in China and they become scrap to us. 

H,. M. Jr. Do we ship them from here to China? 

Mr. Coz. We ship goods in them. 

Mr. FRIEDMAN. They first have pineapple in them, but in China the cans 
themselves become valuable. 

H. M., Jr. We're not picking up old tin cans here. It’s something that has 
goods in them when they go over. 

General SOMERVELL. That’s one problem. Now, we agree that whatever gold 
has been sent over there has not checked—we'll say it hasn’t prevented inflation. 
I think right now the black market is around seven hundred against two hundred 
when we made the agreement with them last September, so the inflation has 
continued. To what extent that has retarded inflation I’m not in a position to 
say. 

H,. M., Jr. This shows the amount of gold, and the more gold we ship it so 
happens that the more the price goes up. In other words, I don’t know whether 
it’s just an accident, but as increased shipments go up, the price index has gone 
up. 
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General SoMERVELL. That certainly is no proof that the shipments of gold 
have checked inflation, certainly, whatever else it may prove. 

Mr. BELL. It’s a question as to whether that line might have been up further. 

Mr. CLAYTON. That's the question and nobody can say definitely whether it 
would or wouldn't. 

General SoMERVELL., It is no proof of anything. 

H. M., Jz. That’s what you've got charts for, to interpret them. 

Mr. Cor. To the extent they have financed gold purchased by the creation of 
credit there, their banking system hasn’t had any effect at all and so there’s at 
least some evidence there’s been some type of that gold purchasing on. 

General SOMERVELL. It’s up to you to decide whether this thing is a help or 
hindrance, that is, the shipment of the gold. As far as we're concerned we 
regard anything which would have a substantial effect on the stability of the 
present government, as a matter of first importance. In other words, we have 
to conduct a campaign over there, and we have to use Chinese troops to conduct 
the campaign, and unless that government is in a position to command the 
obedience of those troops and to supply them and carry on the battle, we are not 
going to get the benefits from the coming campaign we expect to get. In that 
sense the department is very much interested in whatever happens. Now, the 
third point about paying our bills, as I remember our agreement last September, 
was that within 3 to 6 months you were going to have another set-to with 
these people and come to an agreement for 3 months or 6 months. I think 
contrary to what you said that we believe you should make a settlement with 
them now. In other words, whether it be for the 6 months that have passed or 
for 9 months up to and including the fiscal year, I wouldn’t know, but with 
the Chinese dollar skyrocketing the way it is now I think you’d probably want 
to make some kind of a settlement now for the past 6 months and then take 
up the next quarter or whatever it is at a later date. We don’t care about 
that, so we think perhaps you better make a settlement pretty soon. 

H. M., Jr. Well, I don’t know whether we’ve got the figures yet. Mr. Bell, 
have we? 

Mr. Bett. I haven’t seen them. 

General Carter. We have figures for the quarter ended December 31. 

H. M., Jr. Have you given us those? How long have we had them? 

Mr. FrrEpMAN. We've had them for a few weeks, Mr. Secretary, at the present 
time. What we’re doing is discussing with the Chinese the difference in the 
Chinese figures and our Army figures so that before you considered making the 
decision we'd have agreement on figures. 

H. M., Jr. It hasn’t been waiting on me. 

Mr. FRIEDMAN. I don’t believe so. 

Mr. Cor. No, after the last experience we thought we better get all figure 
questions out of the way first before trying to negotiate. 

H. M., Jr. I usually get a couple pounds of tea out of this. I don’t know. I 
haven’t had any tea in a long time. 

General SoMERVELL. It’s about time you did get some. 

General Carter. Of course we're anxious to get this in our appropriations. 

General SoMERVELL. We want to get the settlement on any basis and then 
we'd like to get the thing cleaned up as of the end of the fiscal year. 

H. M., Jr. I question whether you’d give us any figures except for the last 
quarter of 1944, 

General Carrer. That’s correct, sir. We've given you the figures for the 
quarter ended December. We'll have the figures for March pretty soon and we'll 
pass those on. If this thing moves like it did, it won’t be settled overnight. 

H. M., Jr. The price in yuan doesn’t bother me much because I have always 
insisted in dealing in United States dollars. The fact that the figures we have 
been talking about have been slow in getting to us—we haven't had them 2 
weeks—won’t cost the Army anything more. 

General SoMERVELL. We rely entirely on you to protect the interests of the 
Army. 

H. M., Jn. I’ve done pretty well, haven’t I? 

General SomeErvELL. You have done very well. That last deal was a pretty 
good deal. 

H. M., Jr. If I tried to do it in Chinese dollars, it would have cost you 50 
percent more at least. I think I got a little white hair over it. Any time 
anybody wants to deal with the Chinese on those payments—now that I got rid 
of Surplus property! I haven’t seen you (to Mr. Clayton). I thought you'd 
write me a little letter about that. (Laughter.) 
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Mr. CLayTon. I congratulate you right now. 

H. M., Jr. You didn’t think I could do it? 

Mr. Crayton, I didn’t think you could do it. 

H. M. Jr. That was the fastest sale I ever made. 

General SoMERVELL. Was Wallace asleep? He must have been. 

H. M. Jr. No. I told Henry—— 

General SoMERVELL. I said Wallace must have been asleep. 

H. M. Jr. He’s hungry. He wasn’t asleep. He was just hungry. I explained 
to him this was a dirty piece of business, and he thought it over and turned the 
town upside down to get it. 

General SomMeErRvVELL. I’m glad to know that. I thought maybe I better go 
around there. 

H. M. Jr. There’s nothing—what I’d do is this: We’ll tell T. V. Soong we are 
ready to begin to talk, and then we'll keep you people advised. I'd like some 
body from State to be present when I see him. If the Army would care to 
send somebody here, we’d be delighted to have somebody present so they wouldn’t 
play us one against the other. If General Carter is not too buSy, maybe he 
could attend. 

General SoMERVELL. Fine. 

H. M. Jr. One of the things we are talking about doing is trying to get them 
to use their own money from now instead of part of the United States loan for 
these gold shipments, and we’ve been trying to get them to rebuild that back to 
the five hundred million dollars if we can, of the original loan made by the 
United States Government, and possibly, if they do that, we might be willing to 
accelerate the gold a little bit. 

General SoMrevetL. As I understand it, the gold to cover these gold notes that 
the banks have out is on the way over there. 

Mr. Ciayton. The gold sales at the bank as I understand it—there’s enough 
on the way to take care of the prompt deliveries that have to be made, that is 
May and June, and there are no more deliveries that are made for September 
after that? 

Mr. Apter. They fall due every month I’m afraid. 

Mr. CLAyTon. Oh. 

Mr. Cotzapo. There is a heavy one in September. 

Mr. Apter. May is O. K. 

General SoMERVELL. I'd like to bring up two other points, Mr. Secretary. 

H. M., Jr. Please. 

General SOMERVELL. There are other methods of combatting inflation. It has 
been suggested that we send over certain textiles, and certain trucks, wrist 
watches, and what have you. Now, the other points I want to make on those 
are as follows: The difficult one is the textiles. At the present time the textile 
production in this country is very tight. Take cottons first. We are taking, 
that is the Army, Navy, Maritime Commission, about a third of the total output 
on it. Now, we are not having our requirements satisfied. This quarter we 
asked for one hundred and thirty million yards and we are only going to get 
ninety-nine and one-half million yards if we get all that’s promised us, and we 
doubt very much that we will. That’s on combed goods alone. That’s the 
kind of stuff that is going into shirts and trousers and some of the better grade 
of cotton goods. The other cotton that we're interested in is duck. Duck is 
needed for tents, and so-called numbered ducks, that is heavy ducks are needed 
for automobile tops and cartridge belts and things of that kind. That is also in 
tight supply. Weare particularly short on these numbered ducks. With regard 
to sheetings, we use sheetings to make raincoats and things of that kind. It’s 
basic material for that. We're in short supply. The civilians tell me they’re 
in short supply. There’s something like two hundred million yards got up for 
export to one place or another. Now what the Chinese would like, as I understand 
it, is a thousand tons which translated is ten million yards per month. It can’t 
come out of military supply. It will have to come out of civilian, which is 
short supply, or this export which Mr, Clayton has all earmarked somewhere else. 
Now, that is going to have to receive consideration. We'd like very much for 
the Chinese to get the cloth. It will serve the purpose that they think it will, 
namely of bringing down the prices. We don’t want it for general distribution, 
but we do want it for distribution along our line of communications and where 
our people have to be. There’s no reason why the trucks that they want and 
the gadgets that they want shouldn’t be supplied. There’s no reason why we 
can’t supply them with the trucks, not army trucks but FEA trucks, and there’s 
a shortage of watches, but there again it seems to me that can be arranged, so 








2008 SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 


the Army position on those things is we like very much to have them all supplied. 
We doubt very much that the textiles can be supplied without an impact on 
either our domestic economy or export program which would be felt. We have 
no means of supplying it from Army stocks or from allocations to them. And 
that’s our position on it. 

H. M. Jr. Well, now, as we go along, General Carter could keep us posted as 
to what you do or don’t do, so we can kind of play this together. I think we 
should. Don’t you think so? 

Mr. Crayton. Yes I do. 

H. M. Jr. I mean so that we can keep the piano in tune. 

Mr. Crayton. Yes. I’d just like to say on General Somervell’s statement, Mr. 
Secretary, that I agree with everything he said a little earlier about the im- 
portance of arresting this inflationary trend if it can be done, because if it gets 
completely out of hand, it might just bring the whole thing down, which I take it 
would be a very serious matter from your point of view. 

General Somervety.. That’s right. 

Mr. Crayton. I don’t know enough about the subject to express any opinion on 
whether the sale of gold and the quantities that they have in mind is very much 
of an effective weapon to arrest that inflationary trend or not. You’re much 
better able to speak with authority on that subject than we are, and I'd be in- 
clined to take your judgment on it entirely. 

H. R. Jr. We don’t think it would really have any effect at all. It’s in their 
mind. 

Mr. CiaytTon. Yes. 

H. M. Jr. But actually as to keeping prices down, I don’t think that the way 
they handle it—if it could be handled differently, it might have some effect, but 
not the way they handle it, where it gose into the hands of a very few people. 

Mr. CLayTon. It would take an awful lot of gold even if handled very intelli- 
gently, What they need there more than anything else is goods. 

H. M. Jr. That’s right. 

Mr. CiayTon. And that’s the most difficult thing to get there on account of 
transportation problems. If we can take some Chinese port and get goods in 
there we could make very definite headway against this inflation trend on what 
the General had to say about the textiles. I went over that matter in detail 
with Mr. Soong and some of his associates and we would like very much to see 
those textiles shipped in there. They are only asking us for the rest of the year 
for nine thousand tons of textiles. Well, that’s—when you compare that with 
the total production in the United States—when you look at all kinds of textiles, 
it’s bagatelle. It’s less than one-half of one per cent of our year’s production of 
all kinds of textiles. 

General SomMERVELL. One-tenth of one per cent of cotton textiles on your pro- 
duction is about at the rate of nine billion, two hundred million yards and that’s 
about ninety— 

Mr. Crayton. I figured it in terms of bales of cotton. We are consuming about 
ten billion tons a year in the United States, and this is about forty thousand 
bales which would be a little less than one-half of one per cent in terms of total 
production. [Laughter.] It is very small and they desperately need it. The 
thing they need worst perhaps than anything else in China is some clothes, be- 
cause practically all the mills are in the Jap’s hands and they’ve only got a few 
little mills scattered around in the interior that are operating, and some that are 
desperate for some cotton textiles, and we'd like very much to see some addi- 
tional supplies going in there. They cau let the Air Transport Command handle 
it all right, over the hump as they tell us—and indirect. Now, I was not aware 
you'd completed your investigation on that and had come to the conclusion that 
the Army couldn’t give us any of this small amount that they require. Now I 
don’t know, gentlemen; I haven’t looked into it. I don’t know what the chances 
are of getting it out of the civilian supply. I haven’t looked into that at all. 
I'd hoped you would be able to spare it out of the Army requirements. 

General SomervE.v. I'd like to say our requirements are only twenty per cent 
of the total. 

Mr. Crayton. Yes, I know. Well, if that’s the case, then we may have to go 
pretty high up. We may have to go to the President to help us on this thing, but 
the State Department can do it very well and argue the case from the point of 
view of the importance of the matter to the War Department or to the Army, 
and that’s where its primary importance lies in our opinion if it lies anywhere, 
so we would like to ask you if you can’t give it out of the Army supply to help 
us, or to join us in a memorandum to the President asking him to lend his in- 
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fluence so that it’s given out of some of their supply. Of course, the State De 
partment hasn’t got this export stuff at all. It’s been claimed by the FEA. 
They are claimants for foreign countries, as you know, before the War Produc- 
tion Board for supplies of that kind, so that it’s been in their Department, and 
they have control of that. 

General SOMERVELL. Why wouldn’t this be the proper thing to put in Crowley’s 
books? 

Mr. CLayTon. Oh, I think it would. I don’t see why it shouldn't be taken right 
there. 

General SOMERVELL. We'll be glad to join in this memorandum to the President, 
but before it goes to him I should think under the—what do you call it?— 
terms of reference of the committee it might be proper to go before the Crowley 
committee first. 

Mr. CLayTon. I think that’s a very happy suggestion; and if you’d join me, 
why, I’d take it up with him at once. 

General SOMERVELL. I’d be glad to. 

Mr. CLayTon. On the trucks, if I understand you correctly—— 

H. M., Jr. Excuse me—for whatever it’s worth, we’d like to join you in plead- 
ing for some stocks. 

Mr. CLayton. Fine. Thank you very much. 

Mr. Bex. Are there still restrictions on commodity-credit cotton? There are 
still a couple million bales. 

Mr. CxiayTon. It’s not a question of the cotton. We've got cotton. It’s a 
question of processing, faciilties, manpower, and that sort of thing. 

General SOMERVELL. Excuse the interruption. It’s not even that; but, as has 
been explained to me, they’re getting cotton and own cotton in India now, and 
they’re about to commence to get ready to buy cotton here to supplement what 
they have over in India. The spindles are idle and the looms are idle, and they 
want this textile cloth. They want the cloth in addition to the cotton which 
they intend to put into the looms they already have. 

Mr. CLAYTON. General, what they have in India is cotton cloth, not raw cotton. 

Mr. ADLER. They’re trying to buy raw cotton from the Indian Government. 

Mr. CLAYTON. But they have a supply of cotton textiles there already, which 
they are gradually moving into China. 

General SoMERVELL. I was told they had bought the cotton. Now they are 
apparently merely negotiating for the cotton. 

Mr. CLaytTon. I don’t know about their trying to buy the raw cotton, but they 
do have, they told me, four thousand tons of cotton textiles lying in India which 
they are gradually moving over to China, and they bought cotton textiles from 
Mexico and Brazil, and then they have priority now on four thousand tons from 
the United States, but it’s such a low priority they don’t expect to get it anyway 
until too late in the year. Put that all together, and that leaves about five thou- 
sand tons they expect to get from us additionally, making a total of nine thou- 
sand tons from the United States for the remainder of the year, and it’s that 
five thousand tons—and they need to raise the priority on four thousand tons— 
that we have to deal with. 

General SoMERVELL. On the assumption that they’re not going to buy any raw 
cotton? 

Mr. Crayton. They didn’t talk to me at all about buying any raw cotton. 

General SoMERVELL. I think you should get into that, because the way the thing 
is explained to me they do intend to get five thousand tons of it. 

Mr. CLaytTon. I thought they had more cotton in China than they had mills 
to process it. 

General Carter. The Japs got it last year. 

Mr. Apter. They got fifteen thousand tons in the last six months of 1944. 

Mr. Clayton. Yes. 

Mr. Stanton. They have more spindles than they have cotton. 

Mr. CiLayton. I didn’t know that. I thought they had more cotton than 
spindles. 

General SomMervetL. There are two things—one is the raw cotton program to 
get the spindles busy, and the other is the cloth end of it which is to supplement 
what they can get out of their own facilities. 

Mr. CLAyTon. There is no direct way, and they’re getting raw cotton. If they 
can't get it in India—and there is plenty of raw cotton in India—they can get it 
in Brazil. There’s plenty of raw cotton all over the world. The shortage is in 
the textiles, finished goods. 
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Mr. Apter. I understood there were two advantages in buying raw cotton here 
from their point of view. One is transportation, transporting raw cotton rather 
than finished goods. Second, as our cotton is too high grade for their purposes, 
they would prefer India’s. 

Mr. Ciayton. That's closer at hand of course, and they won't have any trouble 
buying Indian cotton. 

General SomMEerveELL. What I heard was they wanted to mix our cotton and 
Indian cotton. 

Mr. CLayton. General, on the trucks do I understand you correctly to say the 
War Department will see that they get trucks? 

General SOMERVELL. We will not see that they get the trucks, but we will help 
FEA on their priority so they can get them. 

Mr. CLAYTon. Good. 

yeneral SomerveLL. There are fourteen thousand in the present program. 

Mr. CLayton. Still to go. 

General SomMEeRvVELL. No. I think we have sent about four thousand of those 
over already. 

Mr. Crayton. And that’s about one thousand a month for the rest of the year 
and they want— 

General SoMERVELL. Five thousand more, or maybe it was fifteen thousand and 
four thousand. It totals nineteen thousand. 

Mr. CLayton. Fifteen and four I thought. 

General Somerveti. And we’re for that with FEA, and with the reductions in 
our program it seems it’s purely within their realms of possibility. 

Mr. CLAYTON. Will you and FEA handle it? Is there anything we can do? 

General SomeRvELL. Support it with FEA. 

H. M., Jr. The point is what we should do in view of this. I think we could 
sort of get down on a piece of paper a complete program what we could do and 
present it in that way as a complete program. 

General SOMERVELL. I quite agree. I found out by accident about wrist watches 
and what have you. 

Mr. CLayton. They can’t tell us a thing about that. 

H. M. Jr. I think what the President had in view with T. V. Soong, was that 
we prepare a sort of complete program, what we can do and what we cannot 
do, and sort of have a united front and give it to them, say, as a complete 
program. 

Mr. Clayton. Yes. 

H. M., Jr. And I think before I see him we'd like to have that. 

Mr. CLayton. We have a memorandum from Mr. Soong on all these points 
that he sent to the Secretary of State. 

Mr. Cotiapo. Do you have that? 

Mr. Cor. Yes. We have that. 

H. M., Jr. We have a sort of informal working committee. 

Mr. CLayTron. Suppose we have a working committee work on a reply to that 
memorandum that would take up each one of these items, gold, textiles, and 
trucks, and say what we propose to do. 

General Somervetx. And gadgets. 

Mr. CLayron. Gadgets. 

General Somervett. The only place I know where you can buy Parker Pens 
is in Kweilin. 

H. M., Jr. They cost you one hundred dollars. 

General SoMERVELL. They don’t cost too much. 

H. M., Jr. I understand there will be a program committee to prepare a pro- 
gram to be presented to T. V. Soong as a complete program so he won't be trading 
one of us off against the other. 

Mr. Crayron. All right. If you don’t mind, we'll get Mr. Willauer who has 
been handling it with FEA to work with other members of the working com- 
mittee. 

H. M., Jr. And you people—somebody call a meeting. 

Mr. Craytron. Mr. Collado will handle it for us. 

H. M., Jr. Mr. Coe will handle it for us. 

General SOMERVELL. General Carter will handle it for us. 

Mr. CLAytTon. Fine. 

H. M., Jr. I could send word to T. V. Soong. We'd be ready sometime next 
week? 

Mr. Cor. I think so; yes. 


het 
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Mr. CLayTon. Early next week. And, General, I’ll take up this textile mat- 
ter Mr. Crowley wants and tell him you joined me in it, and we'd like to get it 
put before that committee just as soon as possible. 

General SoMERVELL. All right, sir. 

H. M., Jz. I just want to tell you I talked with the President about this and he 
talked at Cabinet. I think he had in view that we would have it rounded out. I 
would sort of be the responsible man for the administration on this thing, and 
that would be a complete program if that’s all right. 

Mr. CLayron. What? 

H. M., Jr. I said I talked to President Truman about it, and he brought it up 
at Cabinet, and I’m sort of being the responosible man for a complete program 
on this—if that’s all right. 

Mr. CLayton. Yes, certainly. 

H. M., Jr. I’m a sort of glutton for punishment. All right? 

General SoMERVELL. Yes. 


Exuisit No. 345 
[Vol. 841, pp. 263-264] 


DWH V WTD 27 April, 5: 40 PM GR 516. 
Serial Nbr. E/27th. 

To: Secretary Morgenthau. 

From: Mr. Coe. 

For information. 

Subject : Chinese Gold. 


For your information these are our tentative views on the subject of gold for 
China. In addition to the discussion with Patterson, we have met with Mr. 
Collado of State and the acting head of the China Division there. I think we 
can get their agreement on all the points below, except the one indicated. 

1. The Treasury should continue to oppose all except minimum shipments 
of gold, where these endanger American lives or use scarce transport. This 
policy should continue to apply to China. 

2. We cannot now agree to promise the $50 million of gold shipments which 
the Chinese want in the next few months in order to meet the gold certificates 
which fall due, the Chinese did not consult us about these forward sales of 
gold, which are obviously imprudent in the circumstances and were designed to 
act as a pistol at our heads. 

State has not indicated that they are afraid of the political consequences of 
this refusal. I suppose, however, that if in later months a great fuss is made 
and if State tells us that they are afraid of grave political consequences, we 
would agree to step up gold shipments in order to clear up these arrears, 

38. Without condoning the past program, we should tell the Chinese that we 
expect them to stop all forms of forward sales of gold immediately. 

4. In any case, all further gold sent to China should be out of their own 
funds, and not out of the $500 million loan. Your own responsibility for the 
uses to which this loan is put is the basis for this recommendation. The pro- 
gram of forward sales of gold, like the predecessor programs of $200 million 
United States savings certificates and bonds, has been used as a device for 
enriching a few insiders and has had negligible effects upon the Chinese inflation. 

5. After consideration of the whole history of the $500 million loan, and the 
uses to which it has been put, we think that you should tell the Chinese that 
you wish them to put aside the remaining $240 million of the loan, and an addi- 
tional sum of their own United States dollar exchange, of perhaps $260 million, as 
a fund to be used for stabilization and reconstruction purposes, in accordance 
with an agreed program, to go into effect at an agreed date, the program should 
include the fiscal, economic, and administrative measures necessary to stabilize 
the currency, and the date should be the earliest time when we and the Chinese 
agree that they can go forward on such a program. 

If the Chinese are not willing to accept this proposal, we think it wise policy 
to allow no further depletion of the loan. (In addition to this $240 million the 
Chinese now have some $700 million of United States dollar exchange.) 

We have prepared charts and analyses to show that the acquisition by China 
of additional foreign exchange and the sale of gold or any other form of foreign 
exchange by China have had no discernible effect in halting the inflation. 


TOD: WU April 8:05 PM WTD (RAJ). 
TOR: 27 April8:05PM DWH (WAG). 
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Exursit No, 346 
[ Vol. 845, pp. 170-196] 


May 8, 1945, 10:15 a. m. 
Gold to China. 
Meeting with Gutt. 
Meeting with Pleven. 
German gold. 
Finances. 
Present: Mr. D. W. Bell 
Mr. Coe 
Mr. Adler 
Mr. Friedman 
Mrs. Klotz 


H. M., Jr. What comes first? 

Mr. Cor. China, sir. 

H. M., Jr. All right. 

Mr. Cor. There are first a couple of procedural questions. I think if Will 
Clayton doesn’t want to, at least his people will urge him to, and he will expect 
to sit in beyond the two-fifteen and three o’clock meeting. Do you want that? 

H. M., Jr. Pardon? 

Mr. Coz. Do you want that? 

H. M., Jr. I think it would be nice. I haven’t got much time. The quicker 
we move on these things the better. 

Mr. Cor. All right, then, the second point, is the matter to be handled orally 
or should he be handed something? If he is handed something, we thought that 
this was 

H. M., Jr. Read it out loud, will you please? 

Mr. Cor. Yes. I think that State feels since he handed them a memorandum, 
he ought to get something in writing. On the other hand, these things often 
come back to plague you. I think you can settle that at your two-fifteen meeting. 
This one—and by the way, I think we are in agreement with State on every- 
thing here. 

Mr. Bey. That’s good. 

Mr. Cor. This one is drafted as a memorandum for Dr. T. V. Soong from you. 

“1. This memorandum does not deal with the questions of textiles and trucks 
which were included in the program which was presented to this Government. 
The urgency of China’s need for these items and their bearing upon inflation are 
recognized. They are omitted because our supply authorities are in the process 
of making an overall determination of requirements and supplies and are not 
yet in a position to make a decision respecting China’s requests. 

“2. We—” the United States Treasury and the other agencies which are con- 
cerned with inflationary conditions in China—“are agreed that any program to 
stabilize the currency and to check inflation should comprise a broad series of 
measures in the following categories: 

“(a) Monetary and banking rehabilitation. 

“(b) Foreign exchange stabilization. 

“(c) Fiscal and administrative reforms. 

“(d) Increase of supplies and improvement in their distribution. 

“3. We—” the United States Treasury and the other government agencies 
concerned—“are anxious to give full support to an effective anti-inflationary pro- 
gram for China. It is therefore recommended that a Currency Stabilization 
Fund of $500 million be constituted for this purpose from the remaining $240 
million of the United States loan to China and from China’s existing dollar 
balances. Such an allocation of this remainder of the United States loan would 
be in strict accordance with the spirit and the letter of the 1942 financial agree- 
ment. The Fund would be set aside with firm mutual commitment on the part 
of China and the United States as to its purposes and availability. 

“It is envisaged that the uses to which this Currency Stabilization Fund would 
be put would be part of a broad concerted program for combatting inflation and 
for currency stabilization and these uses would be subject to joint agreement. 
rm cond at which the Fund’s operations would start would be discussed at a 
ater date. 

“The Treasury stands ready to advise and consult with the Chinese Govern- 
ment on the content and timing of such anti-inflationary and stabilization 
program.” 
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H. M., Jr. Let’s just talk. I think that’s good, and I don’t. I think we should 
give them something in writing because he’ll tell me six months from now 
he didn’t understand what I said and I think the only way you can deal with the 
Chinese is to give them something in writing and then there’s no argument 
about it. 

Mr. Coz. We drafted this with the thought, too, that if it was put in writing 
and later shown at the White House or anywhere there couldn’t be any question 
in turning them down on gold we were being indifferent to the inflationary thing, 
and Collado and the State Department people have grown quite excited about 
this proposal. 

H. M., Jn. The final proposal? 

Mr. Cor. Yes. They think if Dr. Soong was to think he was getting dis- 
appointed on such a mission when such a nice proposal was made to him it 
would be a mistake on our part. 

H. M., Jr. It’s his own money. 

Mr. Cor. It’s his own money but I think they have also had uncertainty as to 
whether they’d have a decent series of anti-inflationary measures to use it. 

H. M., Jz. Why should he get excited? 

Mr. ADLER. Chinese have more confidence in the United States Treasury than 
in the Chinese Ministry of Finance. 

H. M., Jr. That doesn’t surprise me. You're telling a fellow to take a little 
bit from this pocket and a little from that pocket and put it in here. 

Mr. Betz. And reserve it for a special purpose. It has a little of the preach- 
ing tone. 

Mr. Cog. That’s true. 

Mr. BELL. It seems to me—— 

Mr. Cor. We wanted to build this thing up. That’s why. Well, shall I go on? 

H. M., Jr. I wouldn’t use a preaching tone with him. America’s whole interest 
is through the missionaries. 

Mr. Cog. I think that they expect it, Mr. Secretary. For instance, the new head 
of the-——— 

H. M., Jr. The missionaries we send them go out and buy——— 

Mr. Apter. Alsop says I’m the only pure-minded guy in China, because I didn’t 
buy any of their savings—-that’s the reason he said that. 

H. M., Jr. Does that mean that Joe did? 

Mr. FrrepMAN. Just a few. 

Mr. Cor. Well, I don’t think just on this preaching level they’d appoint a 
Central Bank manager who wouldn’t start worrying almost immediately as to 
whether he had United States Treasury support. That doesn’t bother me. 

Mr. Bet. I just made a remark in passing. 

H. M., Jr. I think you’re right, but it won’t bother me. 

Mr. Bet. It doesn’t bother me. 

Mr. Cor. “We are strongly of the opinion that the initiation of a Currency 
Stabilization Fund would strengthen the financial position of the Chinese Govern- 
ment and would inspire confidence both at home and abroad in its future eco- 
nomic and financial stability. The existence of such a Fund would give the 
Chinese people a real sense of security with respect to their ability to cope with 
their grave problems of reconstruction. 

“Tt should be noted that this proposal relates to only one portion of the 
foreign exchange assets presently available to China and that it would leave a 
relatively large amount of dollar exchange for helpful intermediate measures and 
for meeting China’s current foreign exchange requirements.” 

The Treasury believes that at least a portion of China’s existing assets should 
be used for these purposes and that the remainder of the Chinese-United States 
loan can best be utilized in this manner. 

H. M., Jr. In what manner? 

Mr. Cog. I think that sentence goes out. It’s not clear to me they mean for 
the—— 

Mr. Bett. For the fund. 

Mr. Cor. For the fund, but we've already said that. Let’s cut out that sentence. 

“4, We suggest that the Chinese Government consider the desirability of ter- 
minating the program of forward sales of gold. As you know, the United States 
Treasury was not consulted——” 

H. M., Jr. That isn’t strong enough. 

Mr. Coz. We believe that should be—‘“As you know, the United States Treasury 
was not consulted when this program was initiated. In view of the difficulties 
of shipping gold, the limited effects of sales upon price rises in China, the public 
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criticism of such sales and the desirability of using foreign exchange resources 
to achieve maximum effects, this program is ill-advised. 

“5. The Treasury will endeavor, as in the past, to make available limited 
quantities of gold for shipment to China during the next few months, having due 
regard to the need for restricting gold shipments where these endanger lives or 
use scarce transport facilities. However, in consideration of points 2 and 3 
above, it is believed that further shipments should be financed out of foreign 
exchange assets other than those proposed to be earmarked for currency 
stabilization.” 

H. M., Jr. What would those be? 

Mr. Cor. Their own dollars which they have, seven hundred million. They 
have two hundred fifty million. 

H. M., Jr. Is that clear? 

Mr. Cor. I think so, yes. I think the only thing here—— 

H. M., Jr. It’s their—lI’d read that again, I don't get it. 

Mr. Cor. “However, in consideration of points 2 and 3 above, it is believed that 
further shipments should be financed out of foreign exchange assets other than 
those proposed to be earmarked for currency stabilization.” 

H. M., Jr. I'd say out of your own. Just put in your own. 

Mr. Cor. All right. 

H. M., Jr. It can’t do any harm. Out of your own. 

Mr. Cor. It invites a little argument. Isn’t the loan their own, too? It’s theirs 
only we have—— 

H. M., Jr. Allright. I accept that. 

Mr. Cor. “6. China should investigate and cancel sales to speculators and illicit 
purchasers and insure that only bona fide purchasers will receive such gold as is 
available. If gold arrivals are still not sufficient to meet past commitments, it 
is suggested that China may offer to place dollar credits (at about $35 per 
ounce) for the time being from her existing assets to the accounts of purchasers 
of gold to whom she cannot temporarily make delivery.” 

H. M., Jr. What I would put in here—it’s a suggestion. Just write this out. 
Just put this down. We can argue about it. It is most unfortunate that the im- 
pression has arisen in the United States, and don’t correct me, that the sale of 
certificates and the forward sale of gold have to a large extent gone into a few 
hands, largely for personal aggrandizement, and in this way has failed to be of 
assistance to the general Chinese economy. 

Now, just think that over for a minute. Just read that back, huh? 

Mr. FrrepMan. “It is most unfortunate that the impression has arisen in the 
United States that the sale of certificates and the forward sale of gold have to 
a large extent gone into a few hands, largely for personal aggrandizement, and in 
this way has failed to be of assistance to the general Chinese economy.” 

H. M., Jr. And to this extent has failed. 

Mr. Cor. That’s—— 

H. M., Jr. And to this extent has failed. And don’t tell me next week you’re 
going to give me the list of the people that have these certificates. You’re about 
two months past due—have you got it? 

Mr. Cor. We handed it to you, Mr. Secretary, in that period when we pulled 
things back. 

H. M., Jr. That’s all right. 

Mr. Cor. Do you want it now? 

H. M., Jr. That’s perfectly proper. Now I want it. 

Mr. Cor. Now he wants it. 

Mr. Apter. I vould add bonds because the sale of those was even more con- 
centrated. 

H. M., Jr. I meant—— 

Mr. FRIEDMAN. We'll add certificates and bonds and 

H. M., Jr. I thought the certificates were the bonds. 

Mr. FrrepMan. They have two types of issue. 

H. M., Jr. Not to be technical—whatever the correct thing is—what I want 
to do at the end there, just at the end, is this, say “Listen, T. V., old boy, I’m not 
saying this is so, but that’s the impression.” And if he argues about it, well, take 
a look at this. 

Mr. Cor. By the way, sir, the Peoples Political Council passed a resolution 
on this subject on April 8, much stronger than anything said here. They just 
said that the forward sale of gold had been a public scandal and cited the large 
amount of it which was sold in the one day right after—following the increase 
of the price and asked for an investigation, and I think for cancellation. 
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Mr. FrrepMANn. Cancellation of the purchases on that day. 

H. M., Jr. I just want to let him know. I’m very courteous. 

Mr. FRIEDMAN. But, Mr. Secretary, there’s one aspect to that. If you show 
him any names, his organizations are going to be very prominent on the list 
and he might lose a lot of face in front of you. 

H. M., Jr. What? 

Mr. FrRIeEpMAN. He might feel a very great loss of face in front of you. 

H. M., Jr. In front of me? 

Mr. FRIEDMAN. To have this presented to you. 

H. M., Jr. Its just too darn bad. It just depends upon how ugly he gets. He 
may have to get a new face. Listen, it isnt only the Chinese who lose face. We 
have the same thing, but we don’t talk about it all the time. I might say when 
Jimmy Byrnes announced the tax program without consulting the Secretary of 
the Treasury, I lost face, and so what? The Senior Senator and Senior Congress- 
man on taxes sent me down a statement and said they were looking to the 
Treasury right after that, and I had my face back again. 

Mr. BELL. You had to work hard to get it back. 

H. M., Jr. Look, this fellow, I know this boy. It just depends on how rough 
he gets, and if he begins to pound my desk or anything else, they won’t have any 
troops, either. Leave it to me, but I just want to throw a little fear into him, 
see. When he says this impression is wholly false, I’ll say, I wouldn’t go that far. 
If you don’t mind the sentence, you leave it to me to let him know that I know 
* without saying it. I'll be very oriental. 

Mr. Cor. Yes, I think there’s no question about that. It’s about showing him 
the list, although they gave us the list in the first place, didn’t they? But we 
identified the companies. 

H. M., Jn. My own impression is we should do that in writing. 

Bell? 

Mr. Bett. You mean do what in writing? 

Mr. Cor. This sentence. 

Mr. Bet. That’sallright. That’s good. 

H. M., Jr. That’s a good document. 

Mr. Cor. That’s all on China. 

H. M., Jr. Aren’t you going to loosen up a little if they do the five hundred 
million, and put that thing together—the exchange fund? You won't loosen up 
a little bit on the gold? 

Mr. Cog. Yes. 

H. M., Jr. I think so. 

Mr. Cor. The problem there is this—especially if they would investigate and 
cancel some of it—in May and June it doesn’t amount to much. You get along 
into September and October, covering these recent sales, and it’s 

H. M., Jr. Well, I can’t say, but if—how much are we letting them have each 
month? 

Mr. FrrepMAN. About two milliou per month. 

Mr. Bet.. How far forward have they sold—September ? 

Mr. FrRrepMAN. October now. 

H. M., Jr. Just leave it tome. If he puts the five hundred million stabilization 
fund together, we might make it three millicn. It’s his own money. O. K., doc? 

Mr. Cor. Sure. 

Mr. Bex. Has he the assets above five-—— 

H. M., Jr. He’s got nine hundred million. 

Mr. Betx. Including the two-forty. 

H. M., Jr. Nine hundred million. 

Mr. FrrepMan. That’s right. 

Mr. Bet. More, when he gets the settlement. 

H. M., Jr. Next thing, how about this other? Do I do business with Kung 
or with Soong. 

Mr. Cor. I think you do business with Kung on this. 

H. M., Jr. Let’s bring that up. 

Mr. Cor. Bring that up here. 

H. M., Jr. And if Mr. Bell has the physique and heart to do it, I wish he’d 
take that over for me if he won’t mind. I mean, now that you’re free of some 
of that stuff, supposedly. 

Mr. Bers. Yes, I can do it. 

H. M., Jr. Would you do that, Dan? I would be a big help, because it means 
about five meetings of three hours each. 
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Mr. Bett. That’s with Kung? 

H. M., Jr. Would you do that? 

Mr. Bey. Sure. 

Mr. Cor. The Army hasn’t given us next quarter’s figures yet, so isn’t it a 
waste of time to do it for one quarter? 

H. M., Jr. No. I would clean up the fourth quarter of last year. 

Mr. Bet. Well, they have the figures. I’d like to give them as much as pos- 
sible before this fiscal year, before we get June 30. 

Mr. FrrepMAN. You can have the first quarter in about three weeks. 

H. M., Jr. May I say this? lf it weren’t for the Army, I would start negoti- 
ations for the fourth quarter, and keep saying if it weren’t for the Army you 
would have these figures. I don’t want the Army to come back and say, “We 
asked you to do this thing.” I think we ought to make a record that we tried 
to clean it up. 

Mr. Bex. Fourth quarter of the calendar year. I’m talking about the fiscal 
year. 

H. M., Jr. I agree with you, but if you state it here and waited another three 
months, the Army would say these figures were in about ten days or two weeks 
ago. 

Mr. Berx. Wecan go from one end to the other. 

H. M., Jr. And Mr. Bell will get some lovely tea and some flowers. 

Mr. Bett. I’ve got some that has never been opened. [Laughter.] It’s terrible 
to spoil a cup of tea. 

H. M., Jr. We're doing all right this morning. 

Mr. Cor. That finishes up China. We can get to work on that. 

H. M., Jr. Is your wife trying to fatten you up? Does she work around here 
{to Mr. Adler]? 

Mr. Cor. For us. 

H. M., Jn. Bring her here and let me say how do you do to her. Have you 
enough authority to do that? 

Mr. Apter. I think so. 

Mr. FrrepMAN. He can clear with Mr. Coe right now. 

H. M., Jr. Clear. Let me know and I'll step outside so as not to embarrass 
her. Tell them outside. 

Mr. Cor. I’m not sure she’s in. I’ve told them to be generous and let her 
take a little time off. 

H, M., Jr. Now we’re going to—— 

Mr. Cor. France. 

H. M., Jr. Let’s do Gutt. All right, your way. 

Mr. Cor. No, let’s clear up Gutt because I think the Gutt thing is pretty simple 
in essence, Mr. Secretary. 

H. M., Jr. Which are we doing? 

Mr. Cor. Gutt. The only thing left in dealing with Gutt is for you to say the 
final “no” on what he wants, to say the final “no”. We have spent hours on this. 
Dan has been 

H. M., Jr. May I say this because I know something about this, and I don’t 
want Dan to lose face so I’m not going to change what Dan has done, but as I 
understand it—you can check me on my figures—I’m not bad this morning 
considering. 

Mrs. Kiorz. Considering a headache like that. 

H. M., Jr. I couldn’t sleep. When I give Bell something to do, and if I want 
to decide to change it, I want Bell to do it and not me, because he can’t negotiate 
and have me doit. I think—and Bell—my figures aren’t quite right. But from 
you I gather that we asked in advance for the Belgian Government to give us 
several billion dollars in francs, four or five billion. 

Mr. Beri. About six million francs I think they took originally. 

H. M., Jr. And these fellows went down in their pocket and they didn’t bother 
to say, do you need them or don’t you, and from their standpoint that was good 
money. Is that right? 

Mr. Bet. It’s on their bank statement. 

H. M., Jr. Yes. Then we come along with an estimate from the Army that 
we're going to spend this, and we don't, which was stupidity on the Army’s part; 
but before we get through we'll spend how much? 

Mr. Betu. It’s hard to say. 

H. M., Jr. Make a guess. 

Mr. Be.x. The only figures they have in that are definite are the seven million 
dollars worth of francs that they have actually spent. Gutt says that he got in- 
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formation from Belgium that the soldiers have received thiry-six millions of dol- 
lars. Now what we have tried to do is get the Army to reconsider their figures 
and come some place between the seven and thirty-eight. They’ve got it up to 
thirteen. 

Mr. Cor. Thirteen and one-half, and when Gutt started negotiating he had 
only one million dollars in his pocket. So they’ve raised the offer, it’s admittedly 
over six weeks, They’ve raised to thirteen and one-half. Also they are in the 
process of 

(Secretary leaves conference temporarily.) 

(Discussion off the record.) 

Mr. Core. I wrote off a little summary of this Gutt thing. Do you want to 
hear it? 

H. M., Jr. How long is it? 

Mr. Cor. A page. (Reads memorandum for the Secretary from Mr. Coe 
dated May 7, 1945, on Information for your meeting with Gutt.) 

“Recently the Treasury and War Departments have held many meetings 
with Gutt on the subject of settlement for advances of Belgian frances to the 
U. S. Army for troop pay. In caiculating the amount to be paid, the War Depart- 
ment deducts the amount of currency which experience has shown will be 
returned by our troops through military channels. Gutt does not think that 
we should make this deduction. 

“The War Department told Gutt on May 4 that it was certifying to the 
Treasury a payment of $13.5 million. This is $12.5 million in excess of what 
had been certified when Gutt began his discussions and is $814 million more 
than the War Department had agreed to pay several weeks ago. Gutt was also 
told that strong cables were dispatched to the Army in Belgium to reduce its 
outstanding advances. 

“Gutt is still not satisfied. The War Department has indicated to him that 
no further steps can be taken before its regular certification to the Treasury 
about June 15. 

“On May 4 you sent a letter to Gutt dealing in detail with the principles 
involved. 

“Gutt will probably open this question with you again. I suggest that you 
state to Gutt that, since Belgium will receive all the dollars that are due regard- 
less of the arrangements made and since the Treasury and War Departments’ 
staffs are in agreement, he should not press the matter further. You could 
state also that you do not have the time available to consider this matter in 
detail.” 

H. M., Jn. I would say Mr. Bell is handling it for me, period. 

Mr. Bet. You could tell him it looks to you as thouzh a great deal of prog- 
ress has been made. He started with one million dollars and got thirteen and 
one-half and got strong cables sent to the Army to return those excess francs. 
Of course, you’ve got these finance officers scattered all over Europe and it 
takes a little time to gather them up and move them. How rapidly will they 
pay thirteen and one-half? 

Mr. Cor. Within the next few days, as soon as they get a letter to us. 

H, M., Jn. The last I heard somebody said five, six, or seven million, but it’s 
up now to thirteen and one-half. 

Mr, Bexx. The thing that hurts is that the British have paid some eighty mil- 
lion dollars and the Canadians have paid 

Mr. Cor. I'll give you this. 

H, M., J. That’s all right with me. I thought five or six or seven is too little, 
but thirteen and one-half is all right. 

Mr. Betu. That even is little compared to one hundred forty million. Maybe 
we can get that total they have down. 

Mr, Coz, The next is a promise to be discussed with Pleven. 

H. M., Jr. May I compliment you on the orderly manner with which you 
handle these. 

Mr. Cor. The next is a promise to be discussed with Pleven. 

Mrs. Kiorz. He was so serious last night. 

H. M., Jr. You had this on your mind? 

Mr. Cor. Not after the second martini. I began to feel better. Now this 
Pleven business is complicated. Among other things I thought that after your 
conversation with him you and he might issue a joint press release. But I 
think we’ll see how it goes. Did you know Pleven was once Monnet’s secretary? 

H. M., Jr. No. 














2018 SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 


Mr. Cor. He was once Monnet’s secretary. Pleven is a leading figure on the 
Right in current dealings in France. He succeeded in ousting Mendez France. 
He’s close to General DeGaulle, and he will be interested in these negotiations 
we think, in trying to build himself up. 

H. M., Jz. When was he secretary to Monnet? 

Mr. Cog. I don’t know the date, but he was. 

Mrs. Kiorz. I heard that too. . 

H. M., Jr. The reason I question that its—— 

Mr. Cor. He’s an IT and T man. 

H. M., Jr. He was IT and T for France. He was here when I was doing— 

Mrs. Kiorz. This was previous. 

H. M., Jr. It must have been an awfully long time ago. 

Mr. Cor. I don’t know of any previous government posts of his, but now I 
think that the one thing strongly on the negative side that we have in mind— 
and it’s rather difficult to get over in these discussions—is that he has not 
cleaned house, in his bailiwick there, and that relates to one of the chief items 
of business with 

H. M., Jr. You mean he hasn’t gotten rid of collaborationists? 

Mr. Cor. He has of a few spectacular ones and a few small fry, but if you 
take the Schneider-Crusot Group and the De Wendel Group—— 

H. M., Jr. What? 

Mr. Cog. The De Wendels. One brother is on one side of the line and one 
on the other. The whole group—we'’ve got a memorandum here on some of 
these figures if you care to read it. If you take that whole group, they are still 
in power. In some cases, where a top man who is much in the public eye has been 
suspended, men of the same group, the equivalent of secretaries, have been put in. 
That’s back of a lot of the politics in France. He is trying to bring these collabo- 
rators back in, start all over again without too much recriminations, and rock- 
ing the boat as little as possible. 

H. M., Jr. That’s not so good. 

Mr. Cor. Now, the first subject that we think needs to be up is the troop pay— 
usual complaints of the troops about that. And essentially what is expected from 
Pleven when he comes to see you is that he will say that France is ready to 
enter on this long delayed program where we've talked with them in Paris. We’ve 
talked with them here at a subordinate level, and we've told them that when 
Pleven came in we certainly thought they ought to vonluteer such a program. 

H. M., Jr. Did you tell—I wanted a memorandum of what he wanted to bring 
up—Did you tell that to Monnet? 

Mr. Cor. I don’t recall. 

H. M., Jr. Did you tell him I’m only going to be here that one day? 

Mr. Cor. No. You asked me who was getting in touch with him and I thought 
the way this thing was arranged—I thought it was agreed that it was arranged 
between you and Monnet—that you had arranged it. 

H. M., Jr. I thought I had told you, but maybe, I didn’t. Tell Pleven to get 
up an agenda. You tell him I’m going to leave here Thursday afternoon because 
I’m going to see Mrs. Morgenthau, so they better move fast. 

Mr. Cor. Yes. 

Mr. Bet. He’s just going to be there this coming week. 

Mr. Cor. He’s just going to be here a few days I think. Well, we think that 
after discussing this and seeing what kind of program he brings in and empha- 
sizing the importance of it to us, essentially the thing to do is to tell him to go 
see McCloy and Hilldring and work it out. I believe they’re going to say that 
the negotiations have to be in Paris and that the man has to be nominated from 
there, and we think it should be an army man. 

Mr. Beti. That’s on the troop pay? 

Mr. Coe. Yes. 

H. M., Jn. We don’t want to do troop pay for the Army. 

Mr. Bets. This is inflation. 

Mr. Cor. ‘his involves setting up U. 8S. O. camps and that sort of thing and 
you can’t settle the matter over here. They’ve got to work out the details. 

Mr. Betz. Do you think they will agree to do it? 

Mr. Coe. I think they’ll agree. 

H. M., Jr. When Gutt comes here tomorrow at three I want both of you. 

What else? 

Mr. Cor. The second one is this issue of defrosting the French assets. 

H. M., Jr. That’s the darndest. It’s all right—ice box language. 
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Mr. Cor. We’re prepared. We don’t think we can hold these assets without 
progressive relaxation and at a technical level Foreign Funds and the French 
have worked out a program for unfreezing. Under this program everything 
would be under French license. 

Mr. Cor. The French would have the responsibility of seeing that certain assets 
here were non-enemy, but partly because of the way Pleven is running his show 
and not dealing with anything except obvious cases, we want to get in writing 
from them a number of assurances that— 

H. M., Jk. Why should they do any of this for us? 

Mr. Cog. In this case it’s we who are doing it for them. 

Mr. Be._t. We give France general license, no? 

Mr. Coz. No. There are still considerable areas which are not generally li- 
censed. We want them to agree, for instance, that American creditors are going 
to be taken care of on a reasonable basis. We want them to agree that some 
of our custodial rights in these assets which are German or Jater turn out to be 
German are still recognized. Nothing exceptassertion from them would ulti- 
mately excuse us. 

H. M., Jz. Did you boys have a good talk with Ambassador Braden about 
going down tv Argentina? 

Mr. Cor. He’s still sold on it and he says as soon as he gets down there he’s 
going to get in touch with us. 

H. M., Jr. All right. 

Mr. Coe. Well, again, I think if these assurances are mentioned and you have 
the stuff in front of you at the time, the working out of such assurances can be 
turned over. 

H. M., Jr It would be useful if I could have a document. You see, in this 
case if they give me one, maybe I would be prepared to give them something. 

Mr. Cor. The third issue is the rate of exchange. The Army wants it changed. 
They’ve told us they are going to change it. I believe at the time they set it the 
United States— 

Mr. Bex. French gold. 

Mr. Cor, I believe at the time they set it the United States Treasury told them 
they were setting it too high and wouldn’t be able to maintain it. They recog- 
nize that now. 

H. M., Jn. They didn’t set it too high. Wasn’t it one and one-half. 

Mr. Betxi. That was African rate. The French Committee set the French rate. 

H. M., Jr. I don’t remember. 

Mr. Be.u. We told them at the time it was too high and they would not be able 
to maintain it, but we did accept the French committee rate. 

H. M., Jz. That’s good, I’d forgotten that. 

Mr. Be... The President had only set the one in there. 

Mr. Coz. They'll probably raise the question of financial assistance, and I sup- 
pose you know the two answers there, (1) that we can’t give any guarantees 
here on Lend-Lease on that 3—C program, because I think that’s the State Depart- 
ment calling a meeting on that and I think it’s going to be decided to cut that; 
(2) when Bretton Woods gets through, the Export-Import Bank is expanding. 
We just haven’t any money. 

Mr, Bet. They’re pretty well fixed, aren’t they, for foreign exchange? 

Mr. Cog. For a short time, but their problems are terrific. They’d like to get 
help. The next one they’ll press is to get a promise that we will give them all 
the French assets in this country. We don’t want to do that. 

(Discussion off the record. ) 

Mr. Coz. Well, we’re a little inconsistent in not giving them this information, 
but until Bretton Woods gets through we'd just as soon rock along on what we’re 
doing. 

H. M., Jr. What information? 

Mr. Cor. The information about who owns French assets over here. If they 
come to us—the present arrangement is if they come to us and say that someone 
is violating their laws or they’re going after him for previous collaboration, we'll 
furnish the information to them. 

H. M., Jn. Why don’t you want to give it to them? 

Mr. Cor. Because the bankers are likely to rise up and say that what we are 
doing in giving them this—the F. R. three hundred—for is just symptomatic of 
the way the Fund and the Bank will be operated to invade the private field. 

H. M., Jr. I see. 

Mr. Cor. And we are certainly giving them everything they need right now 
and they are not pushing vigorously on this front. You may want to talk about 
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internal French financial policy. You may want to talk about Germany. I don’t 
know. If we ask them for an agenda, we can leave it up to them. 

H. M., Jr. I think so. 

Mr. Cor. That’s all on France, and we'll try to have it——— 

H. M., Jr. That’s a very good meeting. 

Mr. Cor. One more subject. 

H. M., Jn. My God, what is it? 

Mr. Cor. German gold. 

H. M., Jr. Oh, that’s easy. 

Mr. Core. No; it isn’t going to be easy ultimately. 

H. M., Jz. Now, Dan, anytime you don’t want what we're doing- 

Mr. Bett. This French thing is something new to me, and I’d like to get that 
memorandum. 

Mr. Cor. I'll get copies of all this. The only immediate issues on the gold 
are, shall we send some men over there to weigh it, and the answer is unques- 
tionably “yes.” 

Mr. Beit. They’re all ready to go. 

Mr. Cor. They’re all ready to go. Second, shall we let the British go in and 
look at it? 

H. M., Jr. I’ve answered that. 

Mr. Cor. You answered that? 

H. M., Jr. I answered it twice, and now I answer it the third time, “yes”. 

Mr. Cor. But we do want to take an opportunity, and this is it, to say that there 
are about four courses of action ultimately for this gold; (1) it can go into the 
reparations kitty (2) it can be handled as United States war booty (3) if there’s 
a program of restitution, and the Treasury itself has made some statements 
that would sound as if there were to be one—for instance the gold declaration— 
then certain countries will have claims against the go!d for restitution. If you 
start the restitution way, it balls up your reparations. If you go war booty 
way, you’re going to have trouble on the reparations front. Now, we can’t tell 
how the reparations program is going to turn out. We don’t know whether 
we're willing to let it go for reparations. 

H. M., Jr. I’m not going to decide that. 

Mr. Cor. Some of these courses of action tend to get decided. 

H. M., Jn. The only decision I’m going to make now is to let the British take 
a look at it. 

Mr. Cor. Doesn’t that prejudice your case in handling war booty—it’s what 
some of the lawyers say. 

H. M., Jr. You tell the lawyers for me to go read a dime novel. 

Mr. Bev. It probably does raise the question, or subsequent questions will 
come to the front more quickly by this decision, but nevertheless you’re going 
to have requests probably from the Yugoslavs and others, to go in there, also 
to the French. However, I think this thing has been put in the combined chan- 
nels and I don’t see how you can make any other decisions, do you really, Frank? 
They’ve put it in combined channels in SHAEF. Now, the British know all about 
it. They know there is a request to send people over there to— 

H. M., Jn. I’d be furious if they told me “No”. 

Mr. Bett. I think the British would be furious. 

H. M., Jr. Do you know what you sound like today? You sound like Harold 
Glasser, on this. I bet this is Glasser’s worry. 

Mr. Cor. No. I think DuBois is the one in favor of the booty. Harold is in 
favor of reparations. 

H. M., Jr. I’m not deciding anything. I can’t say to the British they can’t 
go look at it. It doesn’t decide anything. 

Mr. Cox. We agree with you there, but there are going to be subsequent steps. 


Other countries are going to want to look at it, and we’re recommending they go 
in and look at it. 


H. M., Jr. In charge of a mission. 

Mr. Bett. I really think that the decision has already been made. We shall 
have to put it into combined channels. 

H. M., Jn. I didn’t know they did that. 

Mr. Betx. The cable came from SHAEF, and that’s a combined organization. 

H. M., Jn. This is the third time I have answered that. 

Mr. Cor. There’s agreement in State and War that a lot of other decisions 
will be coming along and we want to flag them for your attention. There are 
three or four ways of handling it so that we consider each would be—— 
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H. M., Jr. You put me on notice. 

Mr. Cog. That's right. 

H. M., Jn. All right, anything else? 

Mr. Core. That’s the lot. 

H. M., Jr. It’s a good session. All right? 

Mr. Cor. That’s the last. Thank you. 

H. M., Jr. Thank you, Frank. 

Mr. Cog. One more thing, Mr. Secretary, may I? I think if there is any 
question as to who is going to be at this afternoon’s session with Soong, I favor 
it being yourself and Clayton, because I think Clayton is getting hurt feelings 
about the number of things in his bailiwick which he comes over here and 
handles. This is one in our bailiwick. 

H. M., Jr. A couple of things that come over here? 

Mr. Cor. He made a comment in the hall the other day, he might as well 
open up an office here. 

H. M., Jr. He’s right. Is that all he said? 

Mr. Cor. He made a joke to one of his men on the thing, but——— 

H. M., Jr. Well, he asked to come over here at two fifteen. I didn’t suggest 
it. He said I better call them together. Did you know that? 

Mr. Cor. Yes, I knew that, and that’s certainly one of his men agitating with 
him. But enough on this thing. Soong came first to the State Department and 
left a general memorandum there. 

H. M., Jz. Well, you mean I should ask him to stay until three o'clock. 

Mr. Cor. Certainly, ask him if he wants to. 

H. M., Jnr. Then he’ll say he needs two offices over here. Don’t let that worry 
you. Mr. Will Clayton needs me very much more than I need him, but that’s 
all right, but—well, don’t get me started on that. 

(Mr. Coe leaves conference. ) 

Mr. BELL. Fitzgerald asked me to take up with you the question of the Roose- 
velt dime; that O’Connor is leaving tomorrow and he wanted a decision. There’s 
a recommendation that Mrs. Ross put up to me. 

H. M., J. I'm against it. 

Mr. BELL. You don’t need legislation on it. The twenty-five year period has 
lapsed. 

H. M., Jr. What is this? What is it they want? 

Mr. Betxt. They want to make the dime memorial to Roosevelt and put it out 
next January in connection with the “Mile of Dimes,” 

H. M., Jr. Are you for it? 

Mr. Bev. I think it’s a nice thing. 

H. M., Jr. Do we need any authority? 

Mr. BELL. It’s at your discretion, because the twenty-five year period has 
lapsed. 

H. M., Jr. I’m not going to do the thing without speaking to Mrs. Roosevelt. 

Mr. BELL. It’s really a part of the committee work in it. She wants you to 
announce it and let the Treasury get the credit, because we’re getting a lot of 
letters. A bill has been introduced to Congress. 

H. M., Jz. You call Basil O’Connor, and call Mrs. Roosevelt for me and ask 
her what she thinks. 

I think it’s all right, but I want to consult Mrs. Roosevelt. 

Mr. Betu. There’s also the question of whether we should have a two hundred 
and fifty dollar denomination bond with Mr. Roosevelt’s picture on it—one 
hundred and eighty-seven dollars, That should be in the Highth War Loan. We 
ought to start engraving it if we want to doit. Ted and I are in favor of it. 

H. M. Jr. Two hundred and fifty dollars? 

Mr. Bex. Yes. 

H, M. Jr. That I don’t have to ask Mrs. Roosevelt about; that’s all right. 

Mr. Betxi. You don’t have to announce it either, unless you want to tell the 
committee when we meet. We can start Hall engraving that. On June first 
there’s four billion, seven hundred seventy million dollars of certificates matur- 
ing. And we've got a certificate in the drive which will mature on June 1, 1946. 
So we want to make this four billion, seven hundred seventy refunding into a 
ninety percent note—thirteen month note which will put the maturity on July 1, 
1946. The drive certificate would mature June 1, 1946, and this one will come 
in July. 

H.M. Jr. All right. 

Mr, Bexy. There’s also maturing June first, seven hundred fifty-five million of 
the one and one-half percent Home Owners’ Loan Bonds which we call for 
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payment that date, about eighty some percent. George’s memorandum to you 
says that these bonds are owned by banks, so we recommend that the holders 
of those securities be offered the opportunity of going inte the ninety percent 
note, the Gay Nineties Note, and that has the unanimous recommendation of the 
Federal Reserve Board and Executive Committee. 

H. M, Jr. Okay. 

Mr. BeLLt. On May fifteenth, not later than May fifteenth, we ought to call the 
two and three-quarters percent bonds of 1945-1947. They’re outstanding in the 
amount of one billion two hundred fourteen million, and I have the papers here 
for you to sign and I thought you might suggest in the last paragraph that you 
give that out informally to your press conference Thursday. 

H, M, Jr. Will you remind me? 

Mr. Bett. And we'll announce it officially on the right dates. 

(The Secretary signs attachment A and attachment B.) 

Mr. Bex. This press release will be given to the press Saturday the twelfth, 
for release Monday. 

H. M. Jz. I hope that’s all. 

Mr. Be... That's all. 

H. M. Jr. Good. I’mtired. Thank you very much. 





Exuisir No. 347 
[Vol. 845, pp. 314-322] 
May 9, 1945, 9:30 a. m. 
GoLp T0 CHINA 


Present: Mr. D. W. Bell 
Mr. Coe 
Mr. Adler 
Mr. Friedman 
Mrs. Klotz 


H. M., Jn. Look, you people, I think should be severely criticized for letting 
me go into court and try my case before T. V. Soong, and the letter of July 27, 
19483 where I gave the Chinese Government a firm commitment on two hundred 
million dollars worth of gold—lI think it’s inexcusable. After all, you were so 
worried about saving face, what about my face? I have given, in writing, the 
Chinese Government a firm commitment that they can have two hundred million 
dollars worth of gold and you—I don’t remember it, I can’t remember it. I do 
ten things a day. Bell comes in here and in three minutes we settle ten billion 
dollars worth of financing, and it’s impossible for me to remember, and you put 
me in an absolutely dishonorable position, and I think it’s inexcusable. I 
think it’s absolutely inexcusable to have me bargaining and chattering around 
when right here in writing is this thing. 

Mr. Com. Mr. Secretary, in this proposal to the Chinese we did not say that 
we would not give them the gold. 

H. M. Jr. That has nothing to do with it. I am facing the Acting President of 
China, and here I am put in the position that I am bargaining with him about 
something that I gave my commitment he could have. Now, in this world, and 
certainly Government to Government, a person’s word, and particularly his 
written word, means something. One of you three should have said, “Now 
remember, Mr. Secretary, on July 27th, 1943, you told them they could have it. 
Now, do you want to bargain with them about it?’ You are so worried about 
his face. What about my face? What about the honor of this Government? I 
think it’s inexcusable. 

Mr. Betx. Can’t they still get the two hundred million dollars over and above 
the five hundred million dollars? 

H. M. Jn. That isn’t the point. 

Mr. Bett. They could still get it under the memo, couldn’t they? 

Mr. Cor. Yes. 

H. M. Jz. Oh, yes! That isn’t the point. Now I was worried last night wholly 
independent of this, and anything else, and I figured these people were being 
kicked around from pillar to post and I was worried. Will Clayton called me 
twenty minutes to nine and asked if he could see me. I told him yes and he 
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dashed over to the Navy Department to sit there waiting to see me and he brought 
this stuff here to show me, and I promised to give it back to him. He was 
very nice about it as a friend, but in talking this morning with Forrestal and 
King I wanted figures so I could talk about the Seventh War Loan. I got 
nothing, so I got them on China, and Admiral King tells me that the Chinese 
are doing much better. He couldn’t talk about it, but General Wedemeyer has 
to do just what they wouldn’t let General Stilwell do, and they are really 
getting somewhere, and they are really fighting and moving. This is all con- 
fidential, this stuff out of Burma, and they are going to have eleven or twelve 
Chinese Divisions fighting against the total number of British Divisions of six, 
and they are good Divisions. The Chinese are really doing it, and here I am 
atcing like a huckster over something which has been settled on the 27th, what- 
ever the month is, 1943. I don’t like it. 

Mr. Cor. I think there are two parts to this. 

H. M. Jr. Why, in God’s name, didn’t you bring this letter to my attention, 
Sol? You knew this existed! 

Mr. ADLER. I wasn’t aware of it explicitly. I had seen it in the file but— 

H. M., Jr. You didn’t know about it? 

Mr. ApLER. I knew—— 

H. M., Jr. You should have—what about you? 

Mr. FrrepMANn. Well, Mr. Secretary, if I may say, on this specific thing, you 
will recall that at the time of the 1943 letter, when you signed the letter, you 
and Mr. White discussed it with P. W. Quo and Mr. Hsi Temou and the Chinese 
at the time the question of two hundred million dollars of gold came up. You 
expressed to them that you were considerably doubtful as to this whole idea, 
and they said to you that the President said to Madame Chiang that they 
could buy the gold, and you told them and Mr. White told them that you could 
make the commitment to buy the gold for anti-inflation and for anti-hoarding 
purposes. Then we very deliberately at the time put into that document all this 
reference to anti-inflation and anti-hoarding purposes, because you were afraid 
at the time that they might use the gold for other purposes, and you didn’t feel 
that that would be a justifiable use of the two hundred million dollars,. And we 
have all along in conversations after that with Mr. Quo and Mr. Chi, who were 
designated by Dr. Kung, stressed it that the gold was being sent for anti- 
inflationary and anti-hoarding purposes. 

H. M., Jr. That’s all very nice, but in cold print there it’s “You can have the 
two hundred million dollars of this money for gold.” 

Mr. Cor. And, Mr. Secretary, your proposal as given to Mr. Soong yesterday 
does not at any rate in cold print dishonor your letter in 1948. What you said 
to him in that proposal was (1) we would like the Chinese Government to 
segregate one sum of money and another sum of money. Obviously, if they de- 
cide to segregate for a stabilization fund the remainder of this sum, you cannot 
give them the same sum over again for gold. 

H. M., Jz. Did you know about the letter of July 27th? 

Mr. Coe. Yes, sir. 

H. M., Jn. Well, I certainly think somebody would have said before I went 
in to this conference, “Here’s this letter. Here’s what you said, Mr. Morgen- 
thau.” 

Mr. Cor. The whole basis, as I understood it, of the Treasury giving them 
limited sums of gold over a longer period had been the original statement 
that we would, and month by month they were told there is so much transport 
available. 

H. M., Jr. But White told me we were running out of excuses. 

Mr. Cor. The only excuse I ever heard—I have picked this stuff up 
the only excuse I have ever heard of has been transportation, and we all 
think that transportation is a thin excuse. 

H. M., Jr. Well, I made my statement. I think, before I went into that 
meeting yesterday morning, I should have been shown this document so that I 
knew that there was a written commitment that they could have two hundred 
million dollars worth of gold. I’ve told you how I feel. Let’s get on and see 
what we can do about it. What Clayton wants is this: We suggested that we— 
you fellows immediately get in touch with his people and work out some kind 
of condition, see? 

Mr. BELL. Clayton’s people? 

H. M., Jz. Yes, work out some kind of conditions, and I personally think— 
I mean as to how the gold will be used—I personally think that if we say to 
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these people—you set up this file in the first place—I am going to say, “Now, 
look, I can recognize a letter. The gold is yours, but for future relationship 
can we work out something?’ See? “And I think it would be good for China 
if you would set up this five hundred million dollar stabilization fund, and I 
think it would also be good for future relationship if you would tell us how 
you propose to use this gold and stop forward sales.” How much did they sell, 
fifty million? 

Mr. Cor. Sixty million. 

H. M., Jr. And is I remember it, roughly they have used twenty-seven mil- 
lion dollars worth of gold. Is that right? 

Mr. Apter. That’s right. 

Mr. FrrepMaNn, Out of two hundred million they bought twenty and shipped 
about eight or nine. 

H. M., Jr. They borrowed? 

Mr. FrrepMan. Out of that two hundred million credit, they purchased about 
twenty and they would, under that commitment, be able to buy an additional 
one hundred and eighty million dollars worth of gold. You see, they had gold 
on earmark which they exported before on the two hundred million dollar 
credit. 

H. M., Jr. Of the two hundred million dollar commitment I have given, they 
have used how much? 

Mr. ApLer. Twenty. 

H. M., Jr. And of that twenty how much has left the country? 

Mr. FrrepMAN. About eight. 

H. M., Jr. About eight? Well, I think we should promptly begin to move 
this gold. I think I heard you say something about one hundred million dol- 
lars. How much is that? 

Mr. Apter. Two hundred million dollars. It runs about five million ounces. 

H. M., Jr. How much of that has left the country? Eight? 

Mr. FRIEDMAN. Eight. 

Mr. Bett. The balance is about one hundred and eighty. 

H. M., Jr. How much are they asking for? 

Mr. FrrepMAN. They ask for one hundred and eighty million dollars worth 
of gold of which they want 50 or 60 million shipped immediately to cover 
past commitments and sufficient additional amounts to have a spot sale pro- 
gram. 

Mr. Beit. They want to get on a cash basis. 

H. M., Jr. All right. I think we should meet that. Now, provided, if we 
can get it out of there—their setup is five hundred million stabilization fund. 

Mr. Cor. If they could do that, sir, if they set up the stabilization fund, then 
they haven’t the money. I mean, they haven't any loan money for the gold. 
They will have to use their own money. That’s the purpose of the stabilization 
fund vis-a-vis the gold. 

H. M., Jr. I understand. 

Mr. Cor. So that it would seem to me the first thing is for T. V. Soong to 
tell you definitely that they don’t intend out of the loan to segregate it as you 
suggest. 

(Mrs. Klotz leaves the conference. ) 

Mr. Cor. They don’t like that proposal. They would rather have the gold— 
take it in gold. Then you are up against the proposition of your original 
commitment. 

H. M., Jr. I don’t follow you. 

Mr. Cor. Well, they have left two hundred and forty million dollars out 
of the loan of which, getting back to your letter, you can say one hundred 
and eighty million dollars you told them in 1948 is available for gold ship- 
ment. 

H. M., Jr. That comes out of the two hundred and forty. 

Mr. Cor. Yes. The rest of the loan has gone on other purposes. Now, then, 
it’s up to them following what you gave them yesterday for T. V. Soong to 
say, “We don’t want to segregate the two hundred and forty that way. We 
want to hold you to your original commitment on the gold.” 

H. M., Jn. I have asked them to have lunch with me. Get me up a little one- 
page memo on what has happened to the five hundred million. 

Mr. Cor. We have that here. 

H. M., Jr. And what happened to the rest? Did you know about the letter of 
July 27th? 

Mr. Bett. No. 
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H. M., Jz. Don’t you think it puts me in an impossible position? 

Mr. Betx. Well, I thought that after the letter was read yesterday that you 
could still comply with the letter under the memo. That’s what I thought. 

Mr. Cor. That’s what we thought. 

Mr. Bett. You probably intended to change the situation around a little but I 
thought you could still comply with the letter and still go through with the memo. 
Is that right? 

Mr. Cor. No, we thought that the Chinese, if they agreed to segregate the fund 
would thereby not want gold. They would decide they would draw gold out of 
their own fund rather than out of the loan, and they would take the two hundred 
and forty that is left and put it aside. 

Mr. Bett. If they have nine hundred million dollars to their credit, they could 
still take the gold and still set up the five hundred million dollar stabilization 
fund. That did not preclude them from taking the gold, as I remember the 
memo. 

H. M., Jr. But they did not have the letter in mind when they wrote the memo. 

Mr. Cor. I may say I don’t—even if I didn’t have the specific letter in mind, I 
was operating entirely on the fact that we are as a general rule and through 
that letter committed to give them gold. We had been saving transportation 
facilities, and so what we wanted since the gold is now smelly is to have the 
stuff put aside in a stabilization fund. 

H. M., Jr. Smelly? 

Mr. Cor. I mean, since the gold transactions are under attack, we want to put 
it aside in a stabilization fund. 

H. M., Jr. It’s under attack on their side. I'll tell you what you fellows do. 
Now, suppose you get together with the State Department and be in here at one 
o'clock to give me something which comes within the spirit of this letter. Sup- 
pose he said, “No, I don’t want to set this aside. We'll use our own money for 
gold.” That’s what he will say, isn’t it? 

Mr. Bett. Probably, and I would say, “All right, you can have the gold, but 
will you set up a five hundred million dollar stabilization fund out of your other 
resources?” 

Mr. Cor. And also, “Will you please—” and I think he is willing to do that, 
“Will you please, if not, terminate the forward sales of gold?” 

H. M., Jr. All right. I have given you fellows hell! He has got a proposal 
to tell me. I am going to listen to his proposal. I am not going to change my 
attitude from yesterday. I am just going to listen and then say, “Well, Dr. 
Soong, I will listen and give you an answer at four o'clock.” See? 

Mr. Cor. Mr. Secretary, I want to make one thing clear. You say the memo 
is different from the letter. There is nothing in the proposal you handed him 
yesterday which contradicts the letter, maybe the spirit of it, but there is no— 
Collado rang me this morning and Clayton had talked to him, and I said the 
same thing to him. 

Mr. Apter. Collado said that to me at the meeting. He said it after Dr. Soong 
read the letter. 

Mr. Cor. Here is some of the stuff from China. 

H. M., Jn. I am going to have to stop now because I have to get ready for the 
President. I'll have to stop on this thing. You fellows come back in here at 
one o'clock. 

Mr. Cor. You don’t want this for the President, the ribbon copy of the memo? 

H. M., Jr. On China? No, not in view of what has happened. But you people 
be back here at one o’clock, just before I see Soong. 


Exuinzir No. 348 


[Vol. 846, pp. 32-36] 
May 10, 1945, 2: 00 P. m. 
GOLD To CHINA 

Present: Mr. D. W. Bell 

Mr. Coe 

Mr. Friedman 

Mr. Adler 

Mr. White 

Mrs. Klotz 


Mr. Wuite. Do you want to discuss this or not? 
H, M., Jz. Since you left we don’t discuss things, we just work. 
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(Secretary reading letter to Dr. Soong, dated May 10, 1945.) 

“T am replying to your letter of May 9, 1945, regarding our discussions on 
gold and the establishment of a $500 million fund. I shall be glad to have 
your reply on the fund suggestion as soon as you have heard from the Generalis- 
simo. 

“As I informed you yesterday, the Treasury will consider steps to accelerate 
gold shipments to China. 

“IT am looking forward to seeing you again at which time we will be able to 
refer the gold question and the establishment of a $500 million fund.” 

Now, the one seems to contradict the other. You say the Treasury will con- 
sider steps to accelerate the gold shipments—— 

Mr. Core. There’s a question of money still left open there and we thought we 
would give it to them out of their money if we could. They have twenty million 
dollars of earmarked gold. 

H. M., Jr. Oh. 

Mr. Bex. That’s going to worry him. 

H. M., Je. I don’t like that “accelerate gold.” I don’t like that. Is that 
White? [Laughter.] 

Mr. Wuirte. No; that can be taken out because basically it——— 

H. M., Jr. I’ll tell you the question now of good faith here, Harry. I don’t 
know if they have had a chance to explain this to you. I am in a kind of em- 
barrassing position. I think 

Mr. Bett. The whole financial question is what you are discussing. 

Mr. Wuire. You can leave that phrase out if it troubles you. It doesn’t add 
much. 

H. M., Jr. I don’t see why it can’t be rewritten, leaving out the third para- 
graph. As I informed you yesterday, the Treasury will consider extensions to 
accelerate gold shipments to China. He doesn’t say anything about hoping to 
see me. 

Mr. Waite. It doesn’t matter because the position we are in is the same posi- 
tion we have been in for a long time. 

H. M., Jr. That still leaves it open to argument. Just take a look at that. 

Mr. Bett. I think it’s all right. 

H. M., Jr. Let it go. 

Mr. Cor. Harry cut out one paragraph. You cut out another 

Mr. Wuire. It’s all right. 

H. M., Jr. I could send a letter, “Dear Mr. Soong, Yours truly.” 

Mr. Coe. I’m glad it’s not going up to the President. 

(Mrs. Klotz leaves conference. ) 

H. M., Jr. I’ll sign it before I go. 

Mr. Be... He formerly thought he wanted fifteen minutes with you. 

H. M., Jr. The trouble was Senator George’s meeting at one-thirty was called 
off but he told him he would be there at two-thirty. 

Mr. Wuire. I understand you were troubled about the letter of the two hundred 
million. Mr. Secretary, we have always taken the position we had absolutely 
no legal grounds for withholding the gold; that what we were doing was skating 
on thin ice and offering excuses and we were getting away with it as long as 
we could, and remember because I said we are getting away with it that you 
better get the President’s backing when they begin putting on the heat. It’s 
because I said we have no basis for it. We have been successful over two years 
in keeping them down to twenty-seven million and we never understood why 
the Chinese didn’t take it in there and do what they are now doing. The whole 
history is we had no basis for it. 

H. M., Jr. I can’t remember things that happened, and when he flashed that 
letter on me it caught me sort of off guard and I didn’t remember it. 

Mr. Wuite. That letter grew out of what you thought the President promised 
Madame Chiang-kai-shek. 

H. M., Jr. They refreshed my memory, but the trouble is that, Harry, I think 
that the Army and State Department have advised me very badly on this thing 
last week and suddenly Will Clayton woke up to that fact himself, entirely on 
his own, and all the indications are that the Chinese are really going to fight. 
This man comes here now and he gets a cold shoulder, gets bounced around, he 
gets nothing. He may get four thousand trucks and this is the money which 
we have committed ourselves to, and I have sort of come to the decision that I 
don’t know how far I’ll go, but I certainly want to loosen up, and I think this 
is a psychological time for the Treasury to demonstrate we can be a friend to 
China, when they really need it, with their own money. 
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Mr. Wuite. That isn’t the same way I'd do it. Ill drop that. I do think 
you need to have now for your own record—and this is wholly for your own 
record—you need now an exchange of letters from you to the President indi- 
cating that this money is being badly used. It will not help inflation and cannot 
be justified on economic grounds, and that the only basis, for it must be that 
they feel it is militarily necessary to satisfy his demands. Because, Mr. Secre- 
tary, this record—we have advised them against the use of this. It has been 
badly used and all the rest. 

H. M., Jr. I’'d just do this, because I am pressed so, but over the week end 
prepare such a letter and when I come back—there was a letter originally written 
on that to Mr. Roosevelt which I never took over. 

Mr. Wuirte. It was a memo but the history of your negotiations with China 
are clear enough on that point. 

H.M., Jr. This will give you a chance to get back into working habits again, 
to do this over the week end. It will be a nice way to break your way in Harry. 
Glad to see you back. 

Mr. Wuite. When are you coming back, because I want to tell you what was 
in the letters that apparently you didn’t get. [Laughter.] They are not on your 
desk. 

Mrs. Kxiorz. It could be I haven’t cleared all my mail today. 

H. M., Jr. Well 

Mr. Wurite. What do you mean, today? 

(The Secretary signs letter to T. V. Soong, dated May 10, 1945.) 

H. M., Jr. I go up either Sunday night or Monday to Buffalo, and I'll be back 
Tuesday. 

Mr. Wuite. Will you have ten or fifteen minutes between now and tonight? 

H. M., Jr. I will try. It depends on how long I am on the Hill. We have 
quite a fight on our hands. I'll try to. I won’t make any guarantee. 

Mr. Wuire. I'll be here in case you have, or if you want, I'll ride down to the 
airport. 





Exuisit No, 349 


[Vol. 847, pp. 38-47] 
MAy 15, 1945, 5: 00 p. m. 
GOLD TO CHINA 

Present: Mr. D. W. Bell 

Mr. Friedman 

Mr. Adler 

Mr. Coe 

Mr. White 

Mrs. Klotz 

Mr. Pehle 


H. M., Jr.. T. V. Soong wrote me a letter and said he was leaving town. What 
day wasthat? Thursday. 

Mr. Cor. They know your movements better than we do because one day I 
said you wouldn’t be in until over this last week end, and T. V. was mad and 
said, “I understand he is going to be in Sunday.” (Laughter.) I don’t see how 
be could have known because I only knew it Saturday noon. 

Mr. Wuite. He didn’t ask to see you, did he? 

H. M., Jr. What? So I though we'd have a little preliminary meeting, but 
maybe we won't have to have it at a quarter of nine if we have it now. 

Mr. Wuire. I think it’s better to have it now because we have a memorandum 
prepared, and we thought that it would be preferable to get State Department 
concurrence in it, but we didn’t have a chance to clear it with you, so what we 
did is send over a carbon copy saying you hadn't finally approved it yet, so if 
you want to change it, we can without commitment. On the other hand, they’ll 
have a chance to see it this afternoon. 

(Mr. Coe reads “Memorandum for the President; Subject: China.” ) 

“In accordance with your instructions, I have been discussing the Chinese re- 
quest for about $200 million of gold with the other government agencies con- 
cerned and with Dr. T. V. Soong. 

“Tt was agreed by all the agencies concerned that— 

“(a) we are anxious to give full support to an effective antiinflationary 
program for China ; 
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“(b) the gold sales policy, which was initiated against Treasury advice, 
is not an effective antiinflationary device ; 

“(c) the history of the Chinese uses of the $240 million which they have 
so far received from the 1942 $500 million loan threatens to become a scandal 
in the United States as well as in China; 

“(d) the exhaustion of the $500 million loan would invite requests for 
additional financial aid probably on a larger scale. 

“Therefore, I gave Dr. Soong a memorandum endorsed by the State and War 
Departments and the Foreign Economic Administration in which we proposed 
to Dr. Soong— 

“(a) the establishment of a $500 million Fund for combating inflation 
and stabilizing Chinese currency, to be constituted from the outstanding $240 
million of the 1942 $500 million loan and from China’s very substantial 
dollar balances, and ' 

“(b) the termination of the present gold sales program and the continua- 
tion of only limited shipments of gold to China to be financed out of her 
dollar balances, 

“Dr. Soong, in reply, insisted that China must have the nearly $200 million of 
gold out of the remaining $240 million of the 1942 loan. He cited commitments 
made in July 1943 by Mr. Roosevelt and myself under the $500 million financial 
aid agreement. By so doing, he was, in effect, turning down our proposal for a 
$500 million Fund for combating inflation and stabilizing China’s currency.” 

(Mr. Friedman enters the conference. ) 

H. M., Jn. You have the timing of this wrong. He flashed that letter on us 
first. 

Mr. Cor. What? 

Hi. M., Jr. He flashed this letter on us first and then we made the suggestion 
afterwards, I think, if my memory serves me right. 

Mr. Cor. I don't think we say anything in here about the timing. 

H. M., Jr. Wait a minute. This gives the wrong impression. Dr. Soong in 
reply cited commitments made by us. By so doing, he was, in effect, turning 
down our proposal. I don’t think we made the proposal until after he flashed that 
letter on us. 

Mr. Cor. No, sir. We handed him a memo in a meeting in your office. In the 
middle of that discussion he referred to the letter, and then he went to see 
Clayton and showed him that. 

H. M., Jr. Are you sure of that? 

Mr. Bett. That’s the way I remember. He read the memo first. 

Mr. Cor. And asked to speak to his colleagues in Chinese first. 

H. M., Jz. If you say it’s all right—go on and read. 

Mr. Cor. “He stated that he was referring the question of the Fund to the 
Generalissimo, but if we accede to his request for the gold immediately, such a 
reference would be purely formal. 

“The present Chinese gold sales policy has culminated in a public scandal in 
China. To make large shipments of gold to China at this time, particularly 
without making every effort within our commitment to induce the Chinese 
to withhold their request, would make the Administration vulnerable to criticism 
at home. 

“It was implicit in all our arrangements with the Chinese that effective use 
be made of the funds made available to them from the $500 million financial aid. 
Dr. Soong advanced no new argument for us to revise our judgment that the sale 
of gold is not an effective anti-inflationary weapon and that it represents a 
dissipation of China’s foreign exchange assets which she will desperately need 
to restore economie stability. 

“The State Department has concurred in the suggestion that I therefore inform 
Dr. Soong that: 

“(a) You feel that the Chinese should give most serious consideration to 
our recommendation for the establishment of a $500 million Fund, and” 

Mr. Beri. Meaning the President? 

Mr. Cor. Meaning the President. Maybe we should say that. Say you 

H. M., Jr. Just a minute. All right. 

Mr. Cor. “(b) You agree that it is in the best interests of Chinese-American 
relations that China withdraw for the time being her request for immediate 
heavy shipments of gold. 

“With respect to the Chinese requests for trucks and textiles, after discussion 
among the various agencies concerned, we were able to assure Dr. Soong that 
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there was every likelihood that his request for 4,000 trucks would be met. Dr. 
Soong was informed that the textile situation was very tight and that it would 


probably be another week or two before any definitive decision could be reached 
since the over-all situation was now being reviewed. The agencies concerned 
are also going forward with discussions for enlarged lend-lease aid to China.” 


H. M., Jr. The first thing I want, please call up: whoever has a copy at the 
State Department. I want them immediately withdrawn, immediately. I’m not 
going to follow this position. It’s ridiculous. Will you please, wherever they 
are, get them right back. 

(Mr. Friedman leaves conference temporarily. ) 

H. M., Jr. I mean, you just keep going over the same ground, the same ground, 
the whole time. This doesn’t make it plain to the President of the United States 
that these people own this gold, that I, over my signature, told them they could 
have two hundred million dollars worth of gold. 

Mr. Wuite. That’s where I disagree. 

H. M., Jr. I know you do. 

Mr. Bet. You did that the other day, too, didn’t you? What did we say the 
other day in a letter? 

Mr Coe. We said to them in a letter that we were prepared to give every con- 
sideration to methods of accelerating gold. 

Mr. Bet. After he flashed that letter ; I think that’s right. 

H. M., Jn. We're just going back again over most recent letters. That’s the 
point you made. 

Mr. Waite. The Act which turned that over to you is pretty specific on the 
question. 

H. M., Jz. I’m very sorry, Harry. I wrote him a letter again the other day. 

Mr. WuitTe. There was behind all this oral discussions, and it implies the fact 
that any money you gave would be effectively used. There were several discus- 
sions which brought out that fact that they were supposed to be using it wisely. 

H. M., Jr. Is there anything in writing? 

Mr. Waite. And they’re not using it wisely. 

H. M., Jr. Anything in writing? 

Mr. WuitTe. No. I think that the time to stop that is now. 

H. M., Jz. But this memo is going back again on the letter I sent him Thursday. 
If I handed this to the President, it goes back again to the letter I did Thursday. 

Mr. Cor. The letter you gave them Thursday, Mr. Secretary, said that you were 
considering it. Have you got it? 

(Mr. Friedman reenters the conference. ) 

Mr. Bet. I thought we said we'd take every step to accelerate shipment of 
gold. 

Mr. Wuirte. Yes; but there’s one phrase that’s missing in that, and that is you 
continue our present—— 

H. M., Jr. Look, Harry, using your own language, you have told me repeatedly 
we're skating on very thin ice. You told me that the other day. 

Mr. Wuire. That’s right because we don’t have anything down in writing and 
there are reasons why we don’t. We don’t have to go into the history of it. It 
wasn’t any oversight. When those things developed—— 

H. M., Jr. We did it because we don’t believe it would be helpful to them. 

Mr. Wuite. It was going down the drain. We'll assume that that was the 
political situation at that time. Now at this time, you’re bringing it to the atten- 
tion of a new President that they are using this money badly from an economic 
point of view. Your decision can be overriden but it seems to me important that 
you make that record and that decision now, because the last few statements are 
simply to the effect that it’s being badly used from an economic point of view. 
If he can say it, it may be very well, but politically they have to have it—you 
say okay. 

H. M., Jr. I say, as I informed you yesterday, the Treasury will consider state- 
ments to accelerate gold shipments to China. 

Mr. Wurre. That’s all right, but that doesn’t mean giving two hundred million 
dollars. We've given them twenty-four million in three years—we’ll give them 
three million a month. 

H. M., Jr. And here you people—in this memo you say that he was—here you 
practically say I won’t give them any gold. 

Mr. Wurre. There was one phrase that was left off on this. 

Mr. Bex. “(b).” 
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Mr. Wuire. “(b)” should have said “and we will continue—” or “we will 
accelerate our present rate of shipments.” But he wants two hundred million. 

H. M., Jr. China withdraws for the time being her request for immediate 
heavy shipment. 

Mr. Wuirte. That’s two hundred million, the heavy shipment. 

Mr. Cor. Since they’ve started talking with us here, they have upped their 
demands rather than reverse. 

Mr. Wurre. Could I be the devil’s advocate? 

H. M., Jr. Hold on. Don’t be the devil for a minute. Let me just get a 
report where this thing stands. What have you got and what are they 
asking for? 

Mr. Cor. They now ask for one hundred ninety million dollars worth of gold, 
in other words, the total remainder of the two hundred million. They want us 
to make commitments that we will deliver it to them in New York within the 
next eight months. They came in originally asking for sixty million to make 
up the arrears on what they owe. Dr. Soong, in your conference, made a 
proposal which I thought was limited to the next three months, but frankly 
I didn’t understand it. 

H. M., Jz. He did say so. 

Mr. Coz. That’s what I thought, but I didn’t understand it. 

H. M., Jr. Well the next three months—— 

Mr. Cog. I haven’t seen it. 

H. M., Jr. I said for the balance of the year, and he said, “I’d rather make 
it for the next three months, say.” I had said, “Starting when,” and he said, 
“Since the last shipment.” I think it was May 5, if my memory is right. 

Mr. Bex... His records went up to May 5. 

H. M., Jz. He said from May 5 it would be three months. 

Mr. Cor. That’s right, but the manager of the bank came in and delivered 
a memo signed by Soong in which they asked for a definite schedule for the 
entire balance of the gold. 

H. M., Jn. Let me just make a little speech before Mr. Harry White becomes 
the devil or the devil’s advocate. Here is the situation, the way I see it. I 
think that the Treasury, up to this time, has been correct. And I certainly 
am part and parcel of this policy of slowing down the shipment of gold just 
as much as we could, because it wasn’t good for them, and looking forward to 
the day they really need the money. And it’s there. If they get it now, we'll 
have to give them more later on, so we’re giving it twice. Now we ask advice 
all over this town. Other departments are involved, and they all tell us to sit 
tight and thumb our noses at the Chinese. I find out they will most likely get 
four thousand trucks, but they’re not going to get anything that they really 
need to help them in the way of fighting, that is, cotton goods, or whatever 
they have to have. So far the Administration has taken any position. Now, 
wholly on my own and irrespective of Clayton, I’m trying to see what the 
target is. As I said last night in my impromptu speech, we have two targets. 
One is we have to first defeat Japan, and the other target is to liberate China. 
That’s the target as I see it. Now, I feel that from information I’ve got, and 
so forth and so on, that the Chinese are beginning to fight now. That seems 
to be fairly well substantiated, and there’s a determination to fight, and If we 
can get these people to fight and put in several million men, that means saving 
lives, many lives, and it’s a very inexpensive investment; and just because the 
other parts of the Administration fall down—I don’t think Clayton was advised. 
I think he and I had a bad night, and he decided that we ought to do something 
too. It’s unfortunate John Carter Vincent wasn’t here during that period, or 
White, because they both have the background, and Coe did the very best 
he could which was very good, with the assistance of Friedman and Adler. 
Now, I was going along with these fellows up to a point, and I suddenly made 
up my mind this was all wrong, and I’m just going to turn a somersault on 
this thing, and I want to do it; and, particularly when I see that my written 
word and the promise of Franklin Roosevelt is at stake. Now, I haven't got 
a leg to stand on. Never mind what I told the Congress. Never mind what 
I say they told me. They get very vague about it, but unfortunately we have 
nothing in writing. But there is my written word you can have two hundred 
million dollars worth of gold. Then, for some reason or other, Kung was very 
dumb on this thing. He didn’t force it. We always thought he would. You 
couldn’t understand why he didn’t. 

Mr. Wurre. That’s right. 
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H. M., Jz. And this fellow is smart. He comes along and first thing he says 
is: “Mr. Morgenthau, what are you going to do about it? Is your written word 
good or not?” And the only answer is “it is.’ Now, even though I didn’t 
have my written word—that influences me greatly, having given that, and he 
has gone over and told that to President Truman—as between governments, I 
don’t think we have a leg to stand on. Even if the Chinese weren’t fighting 
with a letter over my signature that they could have this, I think I’d be in- 
clined to say it’s yours. Now, I’m through. 

Mr. Cor. Would you let us—— 

H. M., Jr. Now White can have a chance. 

Mr. Cor. Harry, I wonder if you’d let us read to the Secretary what I’m 
not sure you have read, though we've referred to it several times—the kind of 
publicity there is out there on this. 

Mr. Waite. He assumes it’s bad. 

H. M., Jz. You told me they had in their House or Parliment there, they’ve 
had criticism, etc. 

Mr, Cor. Yes, but—— 

H. M., Jr. Let’s say it’s scandalous. 

Mr. Cor. It is. 

H.M., Jz. Allright. It’s scandalous. 

Mr. Wuire. Mr. Secretary, the way I feel about it is this. The Congress 
turned over five hundred million dollars for the Secretary or the President to 
use under such terms as they saw fit, for the purpose of combating inflation and 
stabilizing the economy. In other words, you had a responsibility. 

H. M., Jr. That isn’t written in the bill. 

Mr. Waite. Oh, it’s a—— 

Mr. D. W. Bet. It’s a loan. 

Mr. WHITE. Have you a copy of it? 

Mr. Cor. The bill says on such terms and conditions as the Secretary of the 
Treasury, with the approval of the President, finds it to be in the national 
interest of the United States. 

Mr. Wuire. And further discussion amplifies that. 

Mr. BELL. That’s quite different from fighting inflation and economy. 

Mr. Coz. The legislative—— 

H. M., Jr. And, may I just interrupt you. I made the statement, and this 
time I’m positive of it. When I appeared before the Commitee, I said, “Gentle- 
men, in recommending this loan, I want to tell you you should assume we'll 
never get it back.” 

Mr. Wurre. That’s right. That’s a separate matter. That’s quite true. 

H. M. Jn. What does it say? What’s the purpose of the loan? Let’s get this 
thing straight. 

Mr. Wuire. You want to get it. Do you have the file with the subsequent 
contract with the Chinese? 

Mr. FrrepMAN. I'll look for it, Mr. White. 

Mr. Wuite. Have you got it there? 

Mr. FRIEDMAN. It should be here. 

Mr. Cor. We've got this part in which you assured the House Committee—— 

Mr. Wuite. No, he wants to read the bill. The assurance you can give him 
later. Why don’t you get the regular bill? 

Mr. FRrepMaAN. Excuse me. 

(Mr. Friedman leaves conference temporarily.) 

Mr. Wurre. Dropping that for a moment until he comes back, Mr. Secretary, 
it’s entirely true. You wrote that letter, and I think there’s a way of wriggling 
out. The wriggling out is justified on the grounds that they are not using this 
money wisely, and what you're Saying, in your responsibility to assume that they 
are going to use this money well, is that they are not using these funds effectively, 
and that was the supposed pu1pose of the grant. Now then, if there are, as you 
indicate, political reasons or military reasons why you want to give Chiang 
Kai-shek two hundred million dollars in gold, even if he throws it in the ocean 
or wants to give it to his friends, I say that should not be your decision in the 
record. That should be something for the President to say, or the Secretary of 
State, or the military people, to say that you have an obligation to hold a check 
on that expenditure so long as it isn’t wisely spent, and you ought to tell the 
President this isn’t being wisely spent, isn’t doing any economic good. I don’t 
think it’s getting them to fight either, but that’s a separate problem. 
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H. M., Jn. Let me say this. I don’t like this memo. I won't have any part of 
it. I’m prepared to say to him, when I see the President of the United States, 
that we have given this money, we are lending this money to the Chinese, and I 
think it’s going down a rat hole, but I want a copy of my letter to take with me, 
this letter where I say they could baveit. Have you got that? 

Mr. Cor. Yes. 

H. M., Jz. Be sure to let me have that tomorrow. I would tell him that on 
such and such a date, I said that; and if you could give it to me based on what 
President Roosevelt said somewhere else—if we know what he said, Frank. 

Mr. Cog. Yes, I’m getting it. 

H. M., Jr. ‘“Here’s the situation, Mr. President, based on my commitment.” 

Mr. Wuire. Which was also made for political reasons at that time. 

H. M., Jz. All right. “Now, I think it’s money down the rat hole, but here’s 
the situation, and from what I gather around, I’m willing to let them have it 
provided you know what the circumstances are.” And I'll go further. I’m going 
to recommend to him that we do let him have it. 

Mr. Wurre. I think where we part company is on two things, one, that it 
would seem to me that the mere fact of having written a two hundred million 
dollar letter should not commit you to a policy of the rate of speed, because you’re 
going to give it to the Chinese Government. It’s not like you were trying to with- 
hold it from the Government. The question is to use it most effectively, and 
I think you should Very definitely state in writing that this money is not being 
used wisely but badly, but that if you think for political reasons they should 
have it 

(Mr. Friedman and Mr. Adler enter conference) 

H. M., Jz. I’m going to ask Dan. I’m willing to take the sole responsibility to 
do this thing with the President verbally. 

Mr. Wuire. It isn’t a question of your responsibility versus ours. 

H. M., Jz. No, no, you misunderstood me. My responsibility versus him. 
I’m not worried, and I’m not going to bother other than to get Will Clayton to 
say in front of the teletype that——— 

Mr. Wuite. If somebody was to see what there is in writing, the agreements, 
and we have your letter, I think he could make an excellent case that you did 
not do a good job with five hundred million dollars. Now, what I’m saying is 
I don’t know why you should take the responsibility for making a decision that 
China needs, Chiang Kai-shek needs the two hundred million dollars, or he won't 
fight. We don’t know if that’s true. 

H. M., Jz. I don’t know, but Will Clayton begged me to do this. 

Mr. Wuire. Let him beg you in writing. Our business is tremendous, and 
we've got a very clear case. ‘The money is being badly used. It was badly 
used against our advice and the money is being squandered. He’s buying up 
political support which has very little to do with the fighting, on the contrary. 
I say probably that is not any of our affair. 

H. M., Jr. The thing I’m objecting to is this memo to the President. Maybe 
I can get out of Will Clayton a letter from him and the Secretary of War saying 
“for political or military necessity, let this gold go.” 

Mr. Wuite. If you say at the same time that on economic grounds, it’s not 
justified. 

H. M., Jn. I’ll say that verbally. I don’t have to say it in writing. If they 
write me a letter saying, “For political and military reasons we advise this gold 
go out,” that’s good enough forme. We're fighting a war. 

Mr. Wuire. Well, of course, you made an assumption which has put us on 
very weak ground. You assume the two hundred million dollars they’re getting 
is going to make Chiang Kai-shek fight, and they are fighting, both of which 
I question. 

H. M., Jr. I think you’re wrong. I don’t know. How long since you’ve been 
there, Adler? 

Mr. Apter. I left Chungking on April 7, sir, a little over four weeks ago. 

H. M., Jr. Do you feel they’re fighting now? 

Mr. Apier. Very little. You take these stories about Foochow. Everybody 
in Chungking knew the Japanese occupied it with two hundred men last year. 

H. M., Jr. I can’t. You'll have to get together with General Wedemeyer of 
the Army, and 

Mr. Bett. You got pretty good reports the other day when you went over there. 

Mr. ApLer. There may have been a change in the situation in the last month, 
but as of the time of my departure—— 

H. M., Jz. . . . from Admiral King and Forrestal. 
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Mr. Wuirte. I don’t think you can go behind that. That’s their decision. I 
agree with you there, but let them say so in writing, and your responsibility mus 
be that they are not using the money wisely from an economic point of view 
That makes a perfect set-up. 

H. M., Jr. Now look, Frank, so we get this thing all together for the President. 
You keep all of these things for me, will you, Frank? 


ER, 
Exursir No, 350 
(Vol. 847, pp. 144-145] 


DEPARTMENT OF STATE, 
Washington, May 16, 1945. 
The Honorable HENryY MorGENTHAU, Jr., 
Secretary of the Treasury. 

My Dear Mr. Secretary: The Department has given careful attention to the 
request of the Chinese Foreign Minister, Dr. T. V. Soong, for the delivery during 
the remainder of 1945 of about $190,000,000 of gold from the unused balance of 
the $500,000,000 credit approved by the Congress in January 1942. 

It is the Department’s view, which it understands is shared by the Treasury, 
that the sale of gold by China has not proved and is not likely to prove a very 
effective anti-inflationary device. Moreover, it believes that the establishment of 
a $500,000,000 fund for combating inflation and stabilizing the Chinese currency 
which you proposed last week to Dr. Soong would, if adopted by the Chinese 
Government, be of considerable short and long run benefit to China. 

The Chinese Government believes, however, that the immediate political and 
psychological as well as real economic effects of a continued and accelerated gold 
sale policy will have a vital importance in the critical situation confronting it, 
and strongly requests the delivery of the gold in question in accordance with 
the terms of the understanding between the two governments of July 1943. Since 
there appears to be no doubt that the Chinese Government attaches a greater 
importance to the immediate delivery of the gold than to the longer run benefits 
which might result from the establishment of the fund which you have proposed 
and since the continued stability of China and her increasing military efforts 
in the war against the common enemy are of great concern to the United States, 
the Department recommends that the Treasury, if transportation is available, 
deliver the gold to China in accordance with the time schedules put forward by 
Dr. Soong. 

Sincerely yours, 
JOSEPH ©, Grew, 
Acting Secretary. 





Exursit No. 851 


[Vol. 847, pp. 146-153] 
May 16, 1945. 
The PRESIDENT, 
The White House. 

My Dear Mr. PRESIDENT: In view of our conversation this morning in regard 
to China, I would like to submit to you three letters for your records: (1) A letter 
from Mr, Grew to me; (2) A copy of a letter from me to Mr. Soong; and (3) A 
copy of a letter from me to General Carter. 


Sincerely yours, 
(Signed) H. Morcentuav, Jr. 


May 16, 1945. 
Major General A. H. Carrer, 
Army Service Forces, Fiscal Director, 
War Department, Arlington, Virginia. 

Dear GENERAL Carter: As you know, the Treasury through the services pro- 
vided by the War Department has from time to time shipped gold to Assam, 
India, for the account of the Government of China. 

The Secretary of the Treasury, after consultation with President Truman, 
has agreed to transfer $180 million of gold to China’s earmarked gold account 
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in New York for shipment to China during the next eight months. Moreover, 
we have agreed with the Chinese to ship during the same period an additional 
$9 million of gold already held by them on earmark with the Federal Reserve 
Bank of New York. 

It will be necessary therefore for me to make requests from time to time for 
the shipment by air or by sea of the total amount of about $189 million of gold 
during the next eight months according to the attached schedule. It will be noted 
that 300,000 ounces are to be shipped by air during the month of May in addition 
to 700,000 ounces by boat during the same month. 

Sincerely yours, 


(Signed) H. MorcentHav, Jr. 
Schedule for shipment of gold 


Per thousand 














Month'y means of shipment Equivalent 
Date allocations _.. | in United 
for shipment States 
By air By boat currency 
Ounces Ounces Ounces 
1945—May - 1, 000, 000 300 700 $35. 000, 000 
June. erhowmioyiieth Guba 1, 000, 000 500 500 35, 000, 000 
EL iiientetthiche adiy icine ey abit Hndnhihitn vilingdes 800. 000 300 500 28, 000, 000 
DCattiascheveceds-seenen > 600, 000 200 400 21, 000, 000 
September. _.............-.. 500, 000 200 300 17, 500, 000 
RGR a oon. > -adipen we eptie odie wind spneees 500, 000 300 200 17, 500, 000 
DR i ay Sees 7 500, 000 300 200 17, 500, 000 
December ._. -- - 300, 000 100 200 10, 500, 000 
nose-Aaanaby a. oss lesa ais. 206, 400 106. 4 100 7, 224, 000 
5, 406, 400 2, 306. 4 3, 100 189, 224. 000 
May 16, 1945. 


Dr. T. V. Soona, 
Foreign Minister of the Republic of China. 
Washington, D. C. 

Dear Dr. Soone: This is to confirm what I told you today. In accordance 
with your memorandum of May 11, the Treasury is prepared to authorize the 
shipment of the balance of the $20 million of gold which is on earmark with the 
Federal Reserve Bank of New York for the Central Bank of China and to trans- 
fer the balance of $180 million to the account of the Central Bank of China with 
the Federal Reserve Bank of New York, in three equal monthly installments of 
$60 million from May to July 1945. The Treasury accepts the schedule of gold 
shipments contained in your memorandum of May 11, 1945, and is making arrange- 
ments with the Army to carry out the shipments of the gold according to that 
schedule. The preliminary arrangements to ship the requested amount for the 
month of May have already been made. These steps are being taken in accord- 
ance with our Financial Aid Agreement of March 1942 and my letter to Dr. 
Kung of July 27, 1943. 

At this time it seems to me necessary and desirable to point out that the purpose 
of the $500 million of financial aid to China, and particularly my agreement in 
July 1943 to ship gold to China, was to assist in an anti-inflationary program 
which would strengthen confidence in the Chinese Government and its finances 
and thereby help maintain the Chinese economy. As you know, it is my opinion 
that the sale of gold by China has not proved effective in combating inflation, and 
I am doubtful that it will prove effective. Also as I have told you, the manner 
in which the gold sales have been conducted and the consequent public criticism 
of them in China are not conducive to achieving the purposes for which our 
financial aid was granted. 

Therefore, I would respectfully ask the Chinese Government to consider care- 
fully the matters proposed to you in my memorandum of May 8, 1945. In par- 
ticular I would reiterate my suggestion that China constitute a $500 million fund 
for combating inflation and stabilizing the currency from its foreign exchange 
assets. I think that this step would be of considerable short- and long-run benefit 
to China and would inspire confidence in the Chinese Government’s handling of its 
difficult economic situation. 

The Treasury has noted with great interest the intention of the Chinese Gov- 
ernment, as stated in your memorandum to the Secretary of State, to effectuate 
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reforms relating to financial and economic matters. We think that the carrying 
out of these reforms will do more to insure confidence among the people and 
give a measure of stability to the present economic and financial situation than 
the gold program. 

I know that you and your Government will take these friendly suggestions in 
the spirit in which they are offered. As I told you, we intend to carry out faith- 
fully our financial agreement of 1942. However, the Chinese Government's 
response to our proposal to institute a $500 million fund and her conduct of the 
gold sales program will be important considerations in our financial relations 
with China. 

This Government has as prime objectives the defeat of Japan and the liberation 
of China. As an old friend of China, I believe that our faith and confidence in 
China will be justified. 

Very truly yours, 
(Signed) Henry MorcentTuav, Jr. 


May 16, 1945. 
Honorable Leo T. CRowLEY, 


Administrator, Foreign Economic Administration, Washington, D. OC. 


My Dear MR. Crow ey: For your information, I am sending you herewith copy 
of a letter from Mr. Grew to me, and copies of letters which I have written to Mr. 
T. V. Soong and General Carter. 

Sincerely yours, 
(Signed) H. Morcentuav, Jr. 


May 16, 1945. 
Honorable Rosert P. PATTERSON, 
Under Secretary of War, War Department, Washington, D. 0. 


My Dear Mr. Patrerson: For your information, I am sending you herewith 
copy of a letter from Mr, Grew to me, and copies of letters which I have written 
to Mr. T. V. Soong and General Carter. 

Sincerely yours, 
(Signed) H. MorcentHav, Jr. 


May 16, 1945. 
Honorable Josern ©. GREW, 
Acting Secretary of State, State Department, Washington, D. O. 


My Dear Mk. Grew: For your records, I am sending you herewith copies of 
letters which I have written to Mr. T. VY. Soong and General Carter. 
Sincerely yours, 
(Signed) H. MorcenTHau, Jr. 


Exuisit No. 352 
[Vol. 808, pp. 196-201] 


January 9, 1945, 2:50 p. m. 

Rate for Formosa. 
Loan to Russia. 
Present: Mr. D. W. Bell 

Mr. Luxford 

Mr. DuBois 

Mr. Glasser 

Mrs. Gold 

Mrs. Klotz 


H. M. Jr. I tell you what I am going to do. I haven’t time to assimilate this, 
I have been putting it off. Have you done the basic work on this? 

Mrs. Gop. Some of it. 

H. M. Jn. And you? Who else? : 

Mr. Giasser. I was only involved once, but Luxford and DuBois played a 
part in it last spring, almost a year ago. : 

H. M. Jr. Are they in on this? Maybe I ought to say what are they not in on. 
Maybe we ought to ask them to come in, 

H. M., Jz. I don’t get this business. 

Mrs. Kiorz. Did you say something to me? 








2036 SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 


H. M., Jn. I said that I have to argue about this a little bit. I can’t do this 
thing in split seconds. 

(Mr. Luxford enters the eonference.) 

H, M., Jr. From now on when I hold conferences I am going to say, “Let’s 
inelude Luxford and DuBois unless they don’t want in on it.” Were you in on 


this summary of suggestions for the provision of ten billion dollars to be loaned 
to USSR? 


Mr. Louxrorp. That is right. 

H. M., Jr. How much? 

Mr. Luxrorp. I have worked along with it. 

H. M., Jn. Recently? 

Mr. Luxrorp. Recently. I revised it before Harry had it. 

M. H., Jr. Is this a memo for Harry? ‘ 

Mr. Gasser. That is one we just did. I don’t know whether you, were in on 
this. 

(Hands Mr. Luxford Memo on “Can’t the USSR Service A Ten Billion Dollar 
Loan?’’) 

That is the longer one Harry did. 

Mr. Luxrorp. No, this is a memo to the President. 

H. M., Jr. No. 

Mr. Giasser. This is the memo. (Hands Luxford memo to the President on 
“Ten Billion Dollar Credit to the USSR.”) 

Mr. Luxrorp. But I revised that, and he has it on his desk now, a revision 
of it. 

H. M., Jr. The point is, chances are it may come up tomorrow morning. 

(Mr. DuBois enters the conference.) 

H. M., Jr. Are you (DuBois) working on the long-term loan to Russia? 

Mr. DuBots. Yes. 

H,. M., Jr. How much 

Mr. Luxrorp, All of us worked together for a long while. 

Mr. DuBors. Previously I worked for some time on it. 

Mr. Louxrorp. This has been revised. 

H. M., Jr. You may change your mind so you are not in on this. I will hit 
this tonight at eight-thirty. 

Are you all right? 

Mr. Guasser. All right. 

H. M., Jn. Supposing we do it. If I can concentrate on this thing for an hour, 
I can really get it into my blood stream. 

Mr. Luxrorp. Right. 

H. M., Jr. I am pretty busy tomorrow morning. I am afraid—— 

Mr. Luxrorp. The only thing I put in the last memo to the President on this 
which you might want to consider was that while we should carry on negotia- 
tions now with the USSR, probably the matter should not be raised before 
Congress until after we get Bretton Woods through, but the only significant point 
added 

H. M., Jr. He should have something he can take with him on his trip just the 
way he did on the London thing. The English—did you work on that? 

Mrs. Gorp. Yes. 

H. M., Jr. You did? 

Mr. Grasser. Yes, I did some. 

Hi. M., Jr. Anybody else? 

Mr. GLAssER. No. 

Mr. Luxrorp. Casaday came in. 

H. M., Jz. He is not here now. 

Mr. Guasser. Yes. 

H. M., Jr. What is he on, Russia, now? He was on English. 

Is eight-thirty a good or bad time? If the four of you wouldn’t mind, I 
would only keep you an hour. But I have just got to get this thing in. 

Mr. Luxrorp. Here, or at your home? 

H. M., Jr. Yes; athome. Who else is in on the rate for Japan? 

Mr. Grasser. Luxford has done a little on that, but Mr. Bell, Harry and I—— 

H. M., Jr. Allright. Are you in on that? 

Mrs. Goip. No, Mr. Secretary. 

H. M., Jr. Are you in on it? 

Mr. DuBors. No. 


Mr. Luxrorp. If you want me in on it—Glasser knows we are in agreement 
on any views on it. 
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H. M., Jr. I will see the four of you. Please do your best to have it con- 
densed and simple, not something for now, but something the President can 
have. For instance, when Churchill started to talk about Lend-Lease, Professor 
Lindeman handed him a memo which I saw, giving him all the arguments. He 
had that in his lap, you see, to read. Write something that the President could 
have if he wants to bring it up, or if Stalin brings it up, in that kind of 
form. 

Mr. Luxrorp. We had added to the end of Harry’s suggestion just to work 
out with Stettinius a statement. If you wish, Stettinius and you can work 
this out further, the thought being the memo will ultimately get to him, anyway, 
and it is better to have the window dressing in there. 

H. M., Jn. That is unimportant. I talked to Stettinius this afternoon, and 
he said, “I will see the President, and I am going to bring it up, especially—’”’ 
I can’t say now—he had a good reason, a favorable reason. 

Mr. Luxrorp. I am sure. 

H. M., Jz. I will see you then. 

(Mr. D. W. Bell enters the conference. ) 

H. M., Jr. You had better tell her how to get to the house ; will you? 

Mr. Guasser. Yes, sir. 

(Mr. Luxford, Mr. DuBois, Mrs. Gold leave conference. ) 

H. M., Jr. This is on your letter. 

Mr. BELL. On me? 

H. M., Jr. Your letter of January 6 to Mr. Grew on the ten-cent rate for 
Formosa, which means nothing in my young life. I will flip a coin with you. 

Mr. BELL. Well, that is about the way most of us feel about it, I think, except 
that the technical boys felt on economic grounds that the ten-cent rate was 
not justified over at the conference Saturday morning. Over at the conference 
in Mr. Grew’s office on Saturday Harry took the position that you had taken 
previously, that if the State Department wanted to set a ten-cent rate on 
political grounds and assume the responsibility, that would be all right with 
the Treasury. Harold feels that this is a military rate, whatever you call it; 
whether it is economic or political, it is still a military rate, and that letter 
is all right. It does put the responsibility right back on the State Department, 
and I think that is in line with the policy you set with Germany. Wasn't it 
Germany? Yes. 

Mr. Gasser. It is along the line we took in Italy, too. 

Mr. Bett. They accepted our rate in Italy. 

Mr. Grasser. That is true. 

Mr. Bei. We fixed the rate in Italy, and in France we had a little—when 
we insisted on seventy-five, State wanted fifty, but we set it at seventy-five, and 
then the President came along and said he would like to separate it. 
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